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EFFECT OF ECONOMIC CHANGES ON 


The “Fair” Return for Utilities 


Wauue higher prices have been extensively urged as a cure for the 
depression, and unusual devices adopted by the Federal government, to 
ratse the general price level, an exception seems to have been made in 
the case of prices of public utility service. Here the political pressure 
seems to have been for lower rates during the periods of both pros- 


perity and depression. 


The author discusses court and commission 


reaction to this paradox, and shows the “fair” return trend. 


By ELLSWORTH NICHOLS 


HAT a depression, or what 
5 be grandfathers called “hard 

times,” has hit the country does 
not have to be proven. The Supreme 
Court has taken judicial notice of its 
presence as “the outstanding contem- 
porary fact, dominating thought and 
action throughout the country.” This 
is a “different economic era’ from 
1928. 

Moreover, we have been told, a 
commission may take judicial notice 
of the fact that during such a period 
the prices of all commodities, ma- 
terials, and labor are materially lower 
than during a preceding comparative- 


ly prosperous era, and that a utility 
rate calculated to yield a fair return 
in the former period would result in 
an excessive return during the latter 
period.* This is probably true as a 
general proposition, but, as will be 
shown, there are factors involved 
which prevent utility rates from rising 
and falling in harmony with general 
prices. 

The rate of return to be allowed 
is related to the general economic 
conditions obtaining throughout the 
country,® and, it has been said, must 
conform to the requirements of an 
economic emergency,* at which times 
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the most any business can hope for is 
revenue sufficient to avoid insolvency 
and the consequent disintegration of 
the property.® When the condition of 
the customers is desperate because of 
the depression, there must be unselfish 
eodperation in order to bring the 
utilities as well as their patrons 
through the crisis.® 


| ows on a doctrine that 
utility rates must fall during a 
depression are also indicated. 

A Federal court has stated that no 
departure is justified from the estab- 
lished rules for determining the rate 
of return on utility investments on 
account of any consideration that 
might be given to the standards of re- 
turn in other lines of business such 
as a general business depression.” 

A phenomenon of this era is the 
demand for higher prices to boost the 
public purchasing power, while at the 
same time efforts are made to cut 
down or destroy the purchasing power 
of that part of the public dependent 
on returns from investments in the 
public utility industry. 

This paradox is probably due to a 
misunderstanding of public utility 
profits, or return, and the psychologi- 
cal effect of monopoly operation. It 
is easy to stir prejudices against a 
monopoly, even a necessary monopoly 
. which contributes to human progress 
and public welfare. 


“oe prices” may be a slogan 
for business generally, but 
who ever heard of a politician advocat- 
ing “higher utility rates?” The de- 
mand of the politician has therefore 
been higher prices for everything ex- 
cept for utility service. In the utility 
field the cry has always been, and still 


is, for lower rates, even though courts 
and regulatory commissions find that 
the facts do not warrant a rate reduc- 
tion. When the courts sustain the 
right of a utility to rates adequate to 
meet the cost of operation and a fair 
return, “birch-rod” regulation, that is 
to say, government competition, is 
proposed to pound down rates and 
bludgeon the utilities into a position 
where they are glad to exist without 
asserting their right to a fair return. 

Some critics seem to object to any 
profits by private companies, but most 
persons agree that there should be a 
“fair” profit or return. Let us ex- 
amine the doctrine of fair return, 
which has been established as the re- 
sult of court and commission deci- 
sions. 

What is the place of profit in the 
utility rate picture? How has the 
picture changed with changing condi- 
tions? What is the significance of an 
economic depression which has cast 
its blight over the business world and 
robbed people of their normal ability 
to buy and pay for their necessities? 

The lure of profit is the driving 
force of economic progress, idealistic 
theories of individual sacrifice for the 
common good notwithstanding. Cus- 
tomers do not willingly pay more than 
they must for public utility service 
merely to raise the purchasing power 
of utility investors, nor do utility in- 
vestors willingly forego profits in or- 
der to accord customers lower rates. 
This does not mean that everyone will 
try to overreach his neighbor, or that 
business needs to be dishonest or op- 
pressive. Ultimate good to each class 
is recognized as the result of fair 
dealing and good public relations. 
Insensate greed is not the same as a 
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demand for a fair profit, but profit 
has been a polestar in regulatory his- 
tory. 
URING the World War prices 
suddenly rose. The utilities 
sought higher rates. Private business 
was making large profits. The utili- 


" ties wanted to go along with the pro- 


cession. But the rule was laid down 
by the regulatory commissions that 
public utility companies could not, 
like other industries, earn exorbitant 
profits at such a time; it was best 
for both the public and the utilities 
to maintain a fairly level rate of re- 
turn. Higher rates were permitted to 
meet higher costs, but not to allow the 
utilities war profits. 

After the war, prices began to re- 
cede. Demands were made for lower 
rates. It was urged that utility rates 
should go down with other prices. 
Opinions, however, were expressed 
that rates should still conform to cost 
of service and that utilities which had 
not garnered war profits need not 
meet depression prices. Neither a 
state nor a commission, in the words 
of the Nebraska commission, could 
require a public utility to forego a 
return during periods of industrial 
depression, although the utility might 
voluntarily do so. The Arkansas 
commission in one case expressed the 
view that utilities which had been 
deprived of the power to make un- 
just profits at all times should also 


be protected against unjust losses.® 

During the period commonly termed 
“prosperity” prices were again rising. 
Utilities were still allowed a fair re- 
turn but no exorbitant profits, al- 
though operating economies and im- 
provements in operating methods 
brought down the general level of 
rates. Then came the collapse in the 
fall of 1929, followed by the “de- 
pression.” Again the ratepayers de- 
manded lower rates, not only a lower- 
ing of rates commensurate with lower 
operating costs and lower property 
values used as a rate base, but also 
lower rates based on smaller profits 
or a smaller return allowance to the 
public utility companies. 


uT of this situation arose new 
arguments on the question of a 
proper return. Arguments that the 
return of a public utility might prop- 
erly be decreased where rates were so 
high that consumers could not pay 
them, or so high that they exceeded 
the value of the service, were not new, 
but a greater emphasis was placed 
upon these two factors. It was 
strenuously contended that public util- 
ities should accept smaller profits, or 
no profit at all, because other business 
enterprises were going without profits 
and frequently carrying on at an 
actual loss, many of them going into 
bankruptcy. 
The utilities, as in the early Twen- 
ties, pointed out that in the past they 


7 


prices to boost the public purchasing power, while at the 


q “A PHENOMENON of this era is the demand for higher 


same time efforts are made to cut down or destroy the 
purchasing power of that part of the public dependent on 
returns from investments in the public utility industry.” 
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had not been allowed exorbitant prof- 
its like other business enterprises, and 
for that reason they should not be 
required to forego their profits or 
accept a smaller rate of return during 
the economic depression. They said 
that regardless of the ability of cus- 
tomers to pay, and regardless of the 
value of their service during prosper- 
ous years, they had always been limit- 
ed to a moderate return. They were 
not without commission support in 
this contention.” 

Good dividends on some classes of 
stock seemed to refute this assertion. 
Critics failed to distinguish between 
return and dividends. Popular con- 
fusion of ideas about the returns of 
public utilities may be explained by 
popular misunderstanding of the 
word “return.”” The return of a pub- 
lic utility is its profit. It is not the 
profit of the bondholders, the pre- 
ferred stockholders, or the common 
stockholders. Bondholders may re- 
ceive 6 per cent on their money, pre- 
ferred stockholders 8 per cent, and 
common stockholders 10 per cent, 
while the return of the enterprise, be- 
cause of the proportions of these 
various interests, may be 7.5 per cent. 
The return is the total profit to be 
divided among all these groups in 
their varying capacities as creditors 
_and owners. 


A CLEAR conception of the question 
of rate reductions during a de- 
pression requires that we understand 
the elements involved. Rates are gen- 
erally intended to cover operating ex- 
penses and other fixed charges (ex- 
cluding interest or dividend require- 
ments) and a fair return on property 
value. So far as utility operating ex- 


penses and other fixed charges are 
lowered during a period of economic 
depression it is fair to lower rates a 
corresponding amount. Where pres- 
ent fair value is adopted as the basis 
of return rates may also properly be 
reduced to the extent that the percent- 
age allowance for return is based up- 
on a lower property value, but a high- 
ly controversial question is whether 
the percentage allowance for return 
should also be reduced, and, if so, 
how much. This requires a consid- 
eration of the factors used to measure 
a fair return. 

Among these factors have been 
noted ability to pay, attraction of 
capital, maintenance of credit, cost of 
money, returns of other enterprises, 
dividend requirements, interest re- 
quirements, the legal rate of interest, 
development stage of the utility, 
monopoly and competition, economic 
conditions, efficiency of management, 
character of service, past earnings 
and losses, risks or hazards of the 
enterprise, and value of service. 

While the returns of other enter- 
prises, the cost of money, and attrac- 
tion of capital may still be factors 
affecting the reasonableness of return, 
the returns of other enterprises have, 
in many cases, been lowered and the 
cost of money has decreased. Con- 
sequently the amount of return neces- 
sary to attract capital and to maintain 
credit is affected by depression condi- 
tions. The same factors remain, and 
must be considered, but they exert a 
different force. 


A MOST important factor is attrac- 
tion of capital and all that it 
implies. Several factors frequently 
listed as necessary for consideration 
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accord customers lower rates.” 


Profit, the Driving Force in Economic Progress 


ee HE lure of profit is the driving force 

of economic progress, idealistic the- 
ories of individual sacrifice for the common 
good notwithstanding. Customers do not 
willingly pay more than they must for public 
utility service merely to raise the purchasing 
power of utility investors, nor do utility in- 
vestors willingly forego profits in order to 











in determining a fair return are 
found, upon analysis, to be merely 
phases of this factor. Thus the 
amount necessary to attract capital is 
influenced by prevailing money rates, 
risks of the enterprise, locality, popu- 
lation, and the like; and some of these 
factors in turn influence some of the 
others. Location and population thus 
influence prevailing money rates. 

Of course, it is obvious that unless 
any business can so operate as to 
maintain its credit and be in a posi- 
tion to raise necessary capital it can- 
not long survive. This is an economic 
truism, and the courts and commis- 
sions have accepted it as a basis for 
deciding whether a return is reason- 
able. The Supreme Court has said: 

The return should be reasonably suffi- 
cient to assure confidence in the financial 
soundness of the utility, and should be ade- 
quate, under efficient and economical man- 
agement, to maintain and support its credit 
and enable it to raise the money necessary 
for the proper discharge of its public du- 
ties.11 

This court has stated further that 
sound business judgment requires 
that after paying all expenses of op- 
eration, setting aside the necessary 
sums for depreciation, payment of 
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interest, and reasonable dividends, 
there should still remain something to 
be passed to the surplus account; and 
a rate of return which does not admit 
of that being done is not sufficient to 
assure confidence in the financial 
soundness of the utility, to maintain 
its credit, and to raise money neces- 
sary for the proper discharge of its 
public duties.” 

Other Federal court declarations 
are that no rate of return can be 
deemed reasonable which is not high 
enough to attract capital to the form 
of investment involved in utility prop- 
erty; ™* that the fair return, generally 
speaking, is such an amount as would 
at the time of the inquiry induce the 
investment of money in a public util- 
ity ;** and that the return of a public 
utility should be such as to yield net 
earnings sufficient to attract careful 
and conservative investors..° How 
does an economic crisis change these 
rules, if at all? 





HE Wisconsin commission found 
that pending an investigation of 
rates, during a period not to exceed 
one year, a telephone company would 
not need new capital for increased 
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facilities. The commission contin- 
ued: 


None of the considerations which will be 
pertinent to determine in the permanent 
order are here involved, for we are merely 
finding that pending the completion of our 
investigation and the issuance of a per- 
manent order, and in any event for a period 
not more than a year, it is clear, and we 
so expressly find, that the company has 
no need for substantial amounts of new 
capital and that the return which is pro- 
vided for by this order will make it pos- 
sible for the utility under present existing 
business conditions to attract whatever cap- 
ital in relatively small quantities may be 
necessary for the carrying on of the busi- 
ness during a time of general economic 
stagnation. 


| ig is to be noted that the commis- 
sion did not discard “attraction of 
capital” as one of the factors which 
must be considered in finally fixing 
rates, but it did determine that this 
was not an important element in so 
far as temporary “depression” rates 


were concerned because during the 
existence of the temporary rate order 
there would be no substantial need for 
new capital. This opinion raises im- 
portant questions. 

If these various factors which have 
been mentioned as necessary for con- 
sideration are not to be applied as 
yardsticks to measure adequacy in all 
cases, some strange results may be ex- 
pected. It might be argued, for ex- 
ample, that the cost of money is not 
relevant because the company does 
‘ not need to borrow any money. Pre- 
vailing returns in other business en- 
terprises are of no consequence be- 
cause the company does not intend to, 
and cannot, dispose of the utility 
property and put its money into such 
other enterprises. Present dividend 
and interest requirements are negli- 
gible because all of the capital of the 
company is represented by common 


stock which demands no definite rate 
of interest. 


NOTHER consequence of this 
theory might be observed in the 
case of neighboring utility companies. 
The company in one city might need 
no capital for some time in the future, 
and as a consequence might be allowed 
only a small return. A company op- 
erating in a neighboring city under 
similar conditions, except for the fact 
that new capital is immediately need- 
ed, according to this process of rea- 
soning, would be allowed a larger re- 
turn. 

It seems doubtful that if these 
two companies should come before 
the Supreme Court of the United 
States alleging that the rates fixed are 
confiscatory, the court would declare 
that the return on present invested 
capital of one of the companies is ade- 
quate because it is sufficient to at- 
tract capital, while the lower return 
on the property of the other company 
which has the same invested capital, 
and whose stockholders presumably 
are entitled to the same treatment, is 
also adequate, although very much 
less, because it has no present need 
for new money and “attraction of 
capital” can be disregarded. Adop- 
tion of this theory might result in 
startling consequences. 

We might put the question in this 
way: Does the refusal of a return 
sufficient to attract capital result in 
confiscation because it prevents the 
utility from extending operations, or 
because the present investors are en- 
titled to an adequate return and the 
measure of adequacy is the amount 
that would be necessary to attract cap- 
ital if new capital were needed? 
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PUBLIC utility company, it has 

been said, should be allowed at 
least what it costs to get money, since 
anything less is confiscation.” Cost 
of money, as a factor affecting fair 
return, is closely related to attraction 
of capital. When the cost of money 
- is high, a higher return is necessary 
to attract capital. When the cost of 
money is low, a lower return will 
curry the favor of investors. Cost of 
money at any time, however, is not 
identical with a fair return. Just 
compensation to utility owners is 
more than current interest on mere 
investment.” 

Cost of money in a community 
changes with the times. Thus back 
in 1920 it was said that consideration 
must be given to the fact that the 
interest rate had practically doubled in 
the recent past. Cost of money dur- 
ing the present economic depression 
has been lowered. 

It is a well-settled rule in most 
jurisdictions that the return is not 
measured by the utility’s requirements 
for interest and dividends. This fol- 
lows from the rule that return is 
based on value rather than on stocks 
and bonds, which may or may not bear 
a fair relationship to the actual prop- 
erty value or investment. Securities 
may represent “water” or depreciated 
values, or, on the other hand, divi- 
dends may have been plowed back 
into the property to make the value 
far above outstanding securities. 


Still, the cost of money to the par- 
ticular utility, together with other 
factors, may well be considered in 
examining the question of the fair 
cost of money. 


N the Baltimore fare case it was 
shown that the company had, since 
1920, been obliged to pay an average 
rate of interest ranging well over 7 
per cent for the money borrowed, 
and that this had been the experience 
of street railway lines quite generally. 
A return of 7.44 per cent, which was 
requested by the company, was held 
to be no more than sufficient to escape 
confiscation.” In the Los Angeles 
gas case the same court held that a 
return on fair value amounting to 7 
per cent was not so low as to be con- 
fiscatory where there was a probabil- 
ity of future improvement in revenues 
and the average cost of money as rep- 


resented by the invested preferred 
stock and the bond issues amounted 


to 6.17 per cent.™ 


The Missouri commission remarked 
that the rate of return is not fixed in 
order to enable a utility to pay interest 
on its outstanding securities, although 
the commission may consider its fi- 
nancial history. The capital struc- 
ture of the utility was disapproved, 
and the commission fixed an allow- 
ance for return after assuming a 
“favorable capital structure and the 
cost of money to the company under 
favorable circumstances.” * 


e 


THE demand of the politician has therefore been higher 


prices for everything except for utility service. 


In the 


utility field the cry has always been, and still is, for lower 
rates, even though courts and regulatory commissions find 
that the facts do not warrant a rate reduction. 
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HE California commission has 

gone extensively into the ques- 
tion of the cost of money to a utility 
in determining the proper allowance 
to be made for return. It found that 
the reasonable cost of money to one 
company was 6.10 per cent where the 
maximum cost of money was shown 
to be 6.19 per cent after considering 
the cost of bond money and the cost 
of preferred stock money in the past. 
Upon this basis a fair return was held 
to be $7,000,000 where a rate base 
was $105,000,000.** Where the cost 
of money did not exceed 6.45 per cent 
the same commission fixed the fair re- 
turn at 6% per cent.** 


O« circumstance considered by 
the Tennessee commission was 
that since 1929 the purchasing power 
of the dollar had increased very ma- 
terially, that the dollar would buy a 
great deal more in the wholesale 
markets than it did in 1929, and that 
each dollar paid to an electric utility 
should buy more electricity than it did 
in 1929 and for some years prior 
thereto when the purchasing power of 
the dollar was considerably under 
what it was at the time of the rate 
case. 

The Oklahoma commission said 
that if an 8 per cent return is a fair, 
just, and reasonable return in pros- 
' perous times, then obviously a lower 
rate of return would be fair, just, 
and reasonable in a depressed period. 
Even though a 6 per cent return is 
a reduction of 25 per cent when com- 
pared to 8 per cent return, the pur- 
chasing power of the dollar today 
has increased to such an extent that 
a 6 per cent return today is equivalent 
toa 9 per cent return in 1929. There- 


fore a decline in rate of return does 
not necessarily mean a decline in 
wealth received in the form of dollars 
and cents.** 


| wegen is a table presented by 
the Oklahoma commission show- 
ing the net annual return for each 
year since 1920, which would amount 
to the same thing as 13 per cent net 
return after depreciation, in 1920, 
when measured in terms of the pur- 
chasing power of the dollar in those 
succeeding years, as compared to the 
purchasing power of the dollar in 


Net Return Index 
225.07 


The figures on the purchasing power 
of the dollar are those taken from re- 
ports of the United States Bureau of 
Governmental Statistics. 

Referring to these figures, the 
commission said: 


Were the commission to adopt a prem- 
ise ridiculous on its face, that a utility was 
entitled to a net return, after allowance for 
depreciation, of 13 per cent annually during 
the year 1920, the rate of return today, 
measured in terms of the present-day pur- 
chasing power of the dollar, which would 
give the utility, in moneys’ worth today, the 
equivalent of 13 per cent net return, after 
allowance for depreciation, would be 5.78 
per cent. In other words, a net return, 
after depreciation of 5.78 per cent today is 
equivalent, in worth of money, to a net 
return, after depreciation, of 13 per cent 
in 1920, when measured in terms of the 
present-day purchasing power of the dollar, 
as compared to the purchasing power of 
the dollar in 1920.27 
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Credit, the Cornerstone of Business Activity 


“— course, it is obvious that unless any business can so 
operate as to maintain its credit and be in a position 


to raise necessary capital it cannot long survive. 


This is an 


economic truism, and the courts and commissions have accept- 
ed it as a basis for deciding whether a return is reasonable.” 





HE value of service to the public 

and ability of customers to pay 
have often been suggested as limi- 
tations on the amount that a public 
utility may charge for its service. 
Neither of these elements, however, 
seems to bear very strongly upon the 
question of what is a reasonable re- 
turn, since if these limitations on rates 
are accepted, the actual conclusion is 
that rates cannot exceed a certain 
amount regardless of the question 
whether the return to the utility is 
fair or not. Rates would be held 
down to the point demanded by the 
value-of-service and  ability-to-pay 
doctrines, although admittedly the re- 
turn to the utility is not fair. 

There is, of course, room for con- 
troversy as to a determination of 
value of service and ability to pay. 
It might be argued that so long as 
customers take the service the cost 
does not exceed the value of the serv- 
ice or the ability of the customer to 
pay. It might be argued, on the other 


hand, that a commission must solve 
the difficult questions as to what in 
its opinion the service is worth and 
how extensive is the ability of cus- 
tomers to pay. 

A public utility company is entitled 
to a fair return upon the fair value 
of the property at the time a rate pro- 
ceeding is before the commission 
rather than an average rate of return 
over a long period of time, it has 
been stated in a recent decision.” In 
many cases, however, the rule has 
been announced that a public utility 
company is entitled to an average fair 
return. The validity of such a rule 
might depend largely upon the length 
of time we use for an average. Ob- 
viously a return must be considered 
for at least a period as long as a year. 
Then the question arises whether it 
should be considered over two or 
three or five or ten years. The an- 
swer to this question would be very 
important both to the utilities and 
their customers in times like these. 
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| gue profits have sometimes been 
considered in judging the fairness 
of return, but in the same way that 
past deficits cannot be used to erect 
present value, it would seem arguable 
that past deficits or profits (sometimes 
affecting different security holders) 
cannot have a great bearing on pres- 
ent return. 

This question was emphasized in a 
recent decision by the New York com- 
mission where stable and generous 
earnings of certain utilities in the past 
were considered by the commissioners 
joining in the majority opinion as an 
adequate reason for insisting on a 
lower return.” The utilities appealed 
from this order, and Judge Schenck 
of the supreme court suspended its 
enforcement pending the conclusion 
of proceedings in court. He stated 
that the Supreme Court of the United 
States had squarely held that the 
profits of the past cannot be used to 
sustain confiscatory rates of the fu- 
ture.” 


NDER the rule that a commission 

in fixing rates must forecast 
prices to some extent and look into 
the future, the imminence of recovery 
from an economic depression may 
have some effect upon the return to 
be allowed. Thus in a case before 
the Montana commission where the 
severe economic depression was urged 
as the principal factor supporting a 
lower rate of return than in a former 
case when it was fixed for the same 
company at 8 per cent, the commis- 
sion said that issue was not especially 
taken with the general proposition 
that the utility under normal condi- 
tions would be entitled to an 8 per 
cent return, and the force of the 


argument that the depression resulted 
in a change in the purchasing power 
of the dollar and the profits of other 
industries was not to be denied, the 
problem was one to be tested primar- 
ily by present-day conditions. The 
commission continued : 


But the question is not free. from diffi- 
culty due to the fact that at the present 
moment the policies of the new national 
administration, domestic and international, 
point to a changed economic level, which, 
if attained, would alter the complexion of 
the problem in its basic aspect. We need 
not be prophetic but we cannot ignore the 
upward swing in business and financial 
affairs currently evidenced. If subsequent 
events should prove that current happenings 
are not part and parcel of a changing and 
improved economic level, but only repre- 
sent temporary fluctuation, any finding as 
to the level of a fair return made at this 
time, responsive to indicated conditions, 
would not foreclose the commission from 
further inquiry and determination. Matters 
of this sort necessarily involve the element 
of prediction and where predicated upon a 
fairly reasonable basis cannot be classed as 
mere speculation. We do not feel warrant- 
ed in holding that the rate of return indi- 
cated above for the two companies when 
consolidated and treated in effect as one, 
i. e., 7.512 per cent, is unjust or unreason- 
able.31 


A PUBLIC utility, it has been said, 
is entitled to rates enabling it to 
earn a return equal to that generally 
being made at the same time and in 
the same general part of the country 
on investments in other business un- 
dertakings which are attended by cor- 
responding risks and uncertainties.” 
This might seem to be a harsh rule 
from the utilities’ viewpoint at a time 
when so many businesses are going 
into bankruptcy, but then we should 
remember that these other types of 
business may not come up to a proper 
standard for comparison. The Cali- 
fornia commission has said: 

This latter measure, if there is such a 


thing as business comparable to that of 
the utilities, of course, even though enun- 
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ciated by the Supreme Court of the United 
States, cannot be taken too literally, other- 
wise confiscation and bankruptcy would 
follow at a time like the present. This and 
other findings of the courts must be con- 
sidered and applied from a practical and 
sympathetic standpoint and in considera- 
tion of all of the facts of record. 


The percentage allowance for re- 
turn has, as a result of the changing 
factors, varied in different economic 
periods. In an earlier period the 
Montana commission and the Oregon 
commission collected lists of cases 
dealing with proper allowances for 
return.** It may be observed gener- 


ally that while in bygone years when 
the country was prosperous and busi- 
ness was flourishing a return of 7} 
per cent was quite generally held to be 
a fair return for a public utility enter- 
prise (although in several cases a 
greater or less return was approved), 
during the recent past there has been 
a tendency to center the return allow- 
ance about the figure 64 rather than 
74, with many variations above and 
below this figure. The trend of ailow- 
ances for return for particular utili- 
ties is indicated in the above chart. 
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Facts Worth Noting 


In Tokio, the teeming capital of the Japanese Empire, an applicant 
for telephone service may have to wait a year before he can obtain a 
telephone, according to Telephony, which states that applications for 
telephones are permitted only in the month of June. 


Tue Grand Central Terminal in New York city, in serving 150,000 
travelers daily, employs 1,663 telephones, 11,000 miles of pole line, 
72,000 miles of wire, 120 miles of underground cable, and 150 private 
switchboards. Approximately 10,000 calls a day are received at the 
Terminal’s information bureau. 

* 

Tue total number of revenue rail and bus passengers carried by 192 
electric railways (representing 85 per cent of the transit industry on 
the basis of revenue passengers carried) for December, 1933, was 
739,266,795 compared to 726,460,342 for December, 1932, or an increase 
of 1.8 per cent. In the first quarter of 1933 traffic was 14 per cent 
below the first quarter of 1932 





Tue Pennsylvania Railroad has one of the largest communication 
systems. It comprises more than 200,000 miles of telephone and tele- 
graph circuits. Under present business conditions more than 130, 000,000 
calls are made annually through the 22,000 telephones in service, a 
number of stations equivalent, incidentally, to a communication system 
for a city of 100,000 inhabitants such as Trenton, N. J., or Peoria, Ill. 
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Regulation a la Mussolini 


The Italian government’s way of dealing with 

the development and distribution of electric 

power and of controlling business corporations 
in general. 


By MARSHALL T. JONES 


T least one approach to the solu- 
A tion of many problems of pub- 
lic utility regulation might be 
to see what our European cousins are 
doing about such matters. In the 
language of the movie travelogue, let 
us look into the state of affairs in 
sunny Italy—that friendly nation 
which is forging ahead with such re- 
newed vigor to a commanding posi- 
tion in international affairs. 


i Italy, of course, as in America, 
other industries besides electric 
power are operated as public utilities. 
Water supply systems, as in this coun- 
try, are largely municipal. The Min- 
istry of Posts and Telegraphs operates 
the telegraph system. The railroads 
are run by the State. Only telephone 
companies, in addition to the electric 
power plants, are privately operated 
under government regulation. But 
even the telephones may not remain 
long in private hands. 

In 1925 the Minister of Communi- 
cations turned over to five companies 
the telephone system of Italy, to be 
operated privately under the minister's 
nominal supervision. But there has 


been talk recently of the State taking 
them back because of their very 
profitable status. 

Electric power, however, as we 
shall see, is the backbone of Italy’s 
economic structure; and for this rea- 
son the development of the electric 
utility industry in Italy offers a most 
interesting study in utility regulation. 
Such a study might even reveal that, 
as far as power development is con- 
cerned, Italy has charted a course 
which challenges our own careful con- 
sideration. 


Uy fairly recent times, Italy 
was generally regarded as an 
agricultural nation. In the sixty-odd 
years since 1870 the population has 
doubled, and as a result, at present 
rates of consumption, at least 30 per 
cent of the necessary foodstuffs must 
be imported to take care of the needs 
of approximately 45 million people. 
Due to improved methods of farm- 
ing the proportionate yield is greater, 
but still not enough to make the coun- 
try self-supporting. 

The question naturally arose as to 
what should be done to overcome this 
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adverse situation. What could be ex- 
ported in sufficient volume to main- 
tain an equal or a favorable balance 
of trade? Naturally, under the cir- 
cumstances, the industrial field ap- 
peared to offer the only solution. 
Italy could manufacture goods which 
she could export to pay for the food- 
stuffs and other raw materials which 
she found it necessary to import. 

Italy has only a negligible amount 
of gas business in the utility form 
known in America. Having no natu- 
ral gas available, there is little need 
for the service by the general public 
at the rates which would have to be 
paid for manufactured gas. The il- 
lumination field, as in America, is 
dominated by electricity, and gas for 
cooking does not seem even to have 
been thought of by the Italian peo- 
ple. Concerning Italian gas utilities, 
it might fairly be said, “there isn’t any 
such animal.” 


gpm was not favored with coal de- 
posits suitable for use even as 
power generating fuel, and to compete 
successfully with other countries in 
world markets Italy should have not 
only plenty of power but also cheap 
power available for her manufactur- 
ing industries. Importing the neces- 
sary fuel would be too costly. So, 
Italy instinctively turned to her great 
resources of “white coal.” In the 
north were the Alps and in the cen- 
tral portion the Apennines, both pro- 
viding vast potentialities for hydro- 
electric development. Tremendous 
power plants could be set up in these 
two regions and electric power trans- 
mitted to manufacturing centers, and, 
thus, Italy could adapt itself to its 
new needs. 


By a program of economic and in- 
dustrial planning this is exactly what 
has been accomplished. 

Long before the conception of such 
a program, however, the Italian gov- 
ernment was aware of the importance 
of its water-power resources. In 
1884 an act was passed controlling the 
use of all water sources as belonging 
to the public domain. Ten years la- 
ter another act was proclaimed which 
further regulated their use and in- 
cluded the placing of electric trans- 
mission lines. Thus from almost the 
inception of the generation and trans- 
mission of electricity up to the present 
time, the government of Italy has been 
in control of power development. 


7 oe exercising every right 
imaginable as to how and where 
development shall take place, by care- 
ful supervision of engineering details, 
and finally by close scrutiny of rates, 
the State leaves nothing for private 
enterprise excepting the actual opera- 
tion of the plants and transmission 
equipment. Even the plants, after a 
certain number of years, are to be 
turned over to the State at a very 
nominal figure. 

Such has been the engineering ad- 
vancement, however, over the last ten 
years, and such has been Italy’s in- 
dustrial progress, that even under 
these most stringent government reg- 
ulations, the production and distribu- 
tion of electricity has proven extreme- 
ly profitable to private enterprise. 

Probably the most progress has oc- 
curred within the past decade, owing 
to the far-sighted planning of Musso- 
lini. He and his advisors have had 
the country’s whole economic well-be- 
ing in mind, and have not hesitated 
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to upset preconceived ideas if better 
ones were deemed necessary. Thus 
the whole power scheme has been 
evolved as a part of the national eco- 
nomic plan, so co-related with manu- 
facturing industry as to produce the 
best results. 

Italian engineers were among the 
first to tackle the new problems re- 
sulting from the discovery of how to 
produce and transmit electricity. As 
far back as 1892, these daring engi- 
neers conceived and executed what 
were then stupendous works, refer- 
ring especially to the Tivoli and Pa- 
derno plants for supplying power to 
Rome and Milan respectively. It was 
then thought impossible to dispose of 
the 15,000 horsepower available to 
Milanese homes and factories. 


HE variety of sites for dams, for 

storage of water, for power 
plants resulted in a number of differ- 
ent types of construction, and the in- 
genuity of Italian engineers was dem- 
onstrated repeatedly. 

Naturally the first power projects 
served only isolated communities, but 
under the supervision of the most 
skilled engineers and careful planning 
for the future, the whole electric sys- 
tem from north to south and east to 
west has been welded into one giant 
network. 

How has the Italian government 
fostered this development of electric 
power? 


Up until 1915 the government 
maintained no supervision over pow- 
er companies excepting through the 
two acts of 1884 and 1894, and the 
industry thrived under private initia- 
tive. Then Minister of Public Works 
Bonomi, on November 20, 1916, is- 
sued a decree which was adopted by 
the Senate in 1919, outlining the fol- 
lowing principles : 

1. That as nearly all rivers were 
public domain, it was necessary to 
consider the best total use of the 
water for all concerned; 

2. That all concessions must be 
considered temporary and on their 
termination, possession of the power 
plant would revert to the State; 

3. That transmission lines and al- 
lied works, being considered as pub- 
lic enterprises, appropriations for 
public utilities could be used; and 

4. A board and a court of water 
works be established to administer 
these items. 


The Italian Civil Code also sanc- 
tioned these principles. 


HE ultimate aim was to establish 

a national hydroelectric scheme 
built up by private enterprise but un- 
der State supervision and regulation, 
which eventually would revert to the 
State after a given period of time. 
This rather daring decree caused a 
furore and even a declaration that it 
was unconstitutional. But after a 
number of years’ operation the fears 
of those who opposed it evaporated. 
A decree of December 22, 1917, 


e 


National Government in Italy is that it has even gone to 


q “OnE of the most interesting features of regulation in the 


the extreme of exempting the electrical power companies 
from municipal interference, which might have tended to 


hamper their development.” 
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provided that before a project be pro- 
claimed as a public utility under the 
Bonomi Act, the Ministry of Public 
Works must give sanction, in accord- 
ance with the Act of 1894 covering 
the placing of transmission lines, and 
the Board of Civil Engineers must 
give authorization to start such 
works. On October 9, 1919, another 
decree gave the Ministry of Public 
Works power to require applicants 
for grants so to modify their plans 
as to conform with public interest and 
that lessees might form consortiums. 

Hydraulic concessions also may 
regulate rates to be charged for cur- 
rent, and to fix the terms of repur- 
chase of the property by the State. 
The State may have the further right 
to permit the use of private water 
courses, the concessionaire to supply 
a definite quantity of power at cost. 
In addition the State may reserve one 
tenth of the power developed for the 
use of communities on the tributary 
involved. 


I* case a privately operated service 
defaulted, the State should have 
the right to operate the plant or plants 
at the company’s expense. Also plans 
could be made by the Superior Coun- 
cil of Water Works so as to insure the 
best use of water basins for intercon- 
necting lines. The council even had 
the right to supervise agreements to 
be made between various lessees. It 
also could require statistical returns 
to be submitted. 

But the government’s decrees were 
not concerned only with hydroelectric 
development. For several reasons 
considerable attention also was given 
to promoting electricity generation by 
steam plants. In the first place, from 


the national standpoint, the huge hy- 


dro plants in time of war make excel- 
lent bomb targets for the enemy. The 
destruction of such plants would be a 
serious blow to the nation. The small- 
er steam plants located at or near con- 
suming centers naturally offer a more 
flexible source of electric power. 
Furthermore, the consuming centers 
usually being situated at seaports, the 
steam plants have the advantage of 
such seaboard location for importing 
the more suitable fuel coal which Italy 
lacks. 

However, the government has at- 
tempted to stimulate the use of na- 
tional fuels by granting subsidies to 
thermal plants. For example, a de- 
cree-law was passed on March 28, 
1919, providing a subsidy of 150 
lire per kilowatt for a period of 
twenty years. This has been reduced 
since to 50 lire per kilowatt plus 5 cen- 
times per kilowatt hour generated. 
On May 25, 1920, the authorities 
competent to grant these subsidies 
were designated and the State Rail- 
way Administration was authorized 
to construct and operate electric gen- 
erating plants for its own use for elec- 
trification purposes. 


HEN to stimulate further hydro 

development, in 1925 a subsidy 
of 40 lire per installed horsepower 
was granted to all plants either ac- 
tually in operation or in an advanced 
stage of construction on December 
31, 1928. This applied to all regions 
except Southern Italy, Sicily, and Sar- 
dinia. Plants: in these areas were to 
receive 60 lire. As the southern por- 
tion of Italy is mainly an agricultural 
area, this higher allowance was fixed 
to make possible further development 
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Governmental Control of Generation and 


Distribution of Power 


pee almost the inception of the generation 
and transmission of electricity up to the 
present time, the government of Italy has been 
in control of power development. Today, exer- 
cising every right imaginable as to how and 
where development shall take place, by careful 
supervision of engineering details, and finally by 
close scrutiny of rates, the State leaves nothing 
for private enterprise excepting the actual opera- 
tion of the plants and transmission equipment.” 














for the farming regions. (Nothing 
definite, however, seems to indicate 
that these subsidies have ever been 
paid. ) 

Likewise, to aid in the construc- 
tion of high-tension transmission 
lines, an annual subsidy was proposed 
amounting to 15, 20, or 25 centimes 
per kilogram of copper used, also to 
cover a period of fifteen years. This 
figured out to be only about 10 per 
cent of the total actual cost. 

However, even without these aids, 
the power projects developed rapidly 
to the point where they became a 
source of revenue to the country, by 
paying annual taxes amounting to 12 
per cent of their capital investment. 
One of the most interesting features 
of regulation in the National Gov- 
ernment in Italy is that it has even 
gone to the extreme of exempting the 
electrical power companies from mu- 
nicipal interference, which might have 
tended to hamper their development. 


Bp Italian State also has been 
concerned with the electric rate 
problem and on several occasions 


found it desirable to increase rates. 
During the war, in May, 1915, a de- 
cree was enacted which rescinded all 
excessively burdensome contracts. In 
the following months, however, elec- 
trical companies were declared not 
exempt. The government, on the oth- 
er hand, supplied them with coal at 
special rates. But in 1917 the com- 
panies were authorized to charge con- 
sumers according to increased fuel 
costs, the rates to be determined each 
month by special Provincial Commis- 
sions. 

Then after the war, in 1919, the 
rising exchange called for a decree to 
increase by 25 per cent all rates to 
consumers on former contracts of un- 
der 100 kilowatts, and to communes 
by 15 per cent. In 1921 this 25 per 
cent was increased to 50 per cent, and 
to 60 per cent to communes. Two 
years later, to become effective in Jan- 
uary, 1925, all charges were to be re- 
vised on the basis of the new level of 
costs of production and transmission 
of power. And in 1926 another such 
revision was scheduled to become ef- 
fective as of January, 1928. 
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A comprehensive comparison of 
electric rates charged in Italy for resi- 
dential service with those charged in 
the United States would be so difficult 
to comprehend that it has not been 
attempted in this article. 


J ust for the sake of rate compari- 
son for what it may be worth, 
however, let us consider the rates of 
the Edison Company operating in Mi- 
lan. Milan can fairly be said to be 
typical of the conditions existing in 
the highly industrialized northern sec- 
tion of Italy. In June, 1927, the aver- 
age rate to the domestic customer was 
1.45 lire per kilowatt hour. The rate 
of exchange at that time was one lira 
for 5.5 cents in American currency, 
which would mean approximately 8 
cents per kilowatt hour that the Milan 
citizen paid in 1927 for a kilowatt 
hour of electricity in terms of Ameri- 
can money. In December, 1933, the 
Milan residential rate averaged 1.85 
lire per kilowatt hour. 

There had been, however, during 
the intervening period an increase in 
special taxes affecting electric service 
of 47 per cent so that while the gross 
payment per kilowatt hour in Decem- 
ber, 1933, was higher than in June, 
1927, it will be seen that the net rate 
for the service exclusive of such spe- 
cial taxes was considerably lower— 
approximately 1.10 lire—which in 
terms of United States money at the 
1927 rate of exchange would be just 
a small fraction over 6 cents per kilo- 
watt hour. Of course, the rate of ex- 
change in December, 1933, had varied 
greatly from 1927—a lira represent- 
ing 8.22 cents. Incidentally, the Ital- 
ian power tax provides that about 85 
per cent of it shall be borne by the 


consumers and 10 per cent absorbed 
by the utility companies. 


| ennersagenate 80 per cent of the 
electric power generated is used by 
industry, 10 per cent for domestic 
purposes and a like amount for public 
lighting and traction. Over 8,000 mu- 
nicipalities and communes are served 
by the power companies. By the de- 
velopment of her water-power re- 
sources Italy has saved an annual im- 
portation of 9,000,000 tons of coal 
which would have been necessary to 
produce the equivalent of power now 
used. 

The importation and exportation of 
electric power also came under gov- 
ernment jurisdiction. The decree- 
law of October 21, 1926, provided for 
regulation of such imports or exports. 
The decree placed a duty on imports 
and gave the State full control of all 
existing contracts. 

But the electrical industry in Italy 
is not entirely a government-run prop- 
osition. An organization called the 
“Unione Nazionale Fascista Industrie 
Elettrica,” handles all electrical mat- 
ters for industry. The official organ 
of this group is the “L’Energia Elet- 
trica” and it is one of the leading elec- 
trical trade journals of the world. 
This electrical association holds an 
annual Congress much after the fash- 
ion of the conventions of the Edison 
Electric Institute or the National 
Electrical Manufacturers’ Association 
in the United States. 


NE of the most interesting set-ups 
facilitating the development of 
electric power in Italy is the intercon- 
nection between industry and finance. 
The latter interests usually are head- 
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ed by men who, in the past, have been 
either directly or indirectly concerned 
with engineering matters. Thus they 
understand the problems confronting 
industry, and have been able to pro- 
vide ample financing for power proj- 
ects, and to sense the ultimate results. 

Due to this splendid amalgamation 
of the engineering and financial inter- 
ests a harmonious whole has been cre- 
ated, working for the good of the 
country’s development industrially, 
but leaving the rights of stockholders 
in power companies as a secondary 
consideration. The result, however, 
has been that both company and in- 
vestor have prospered. 

An important factor which has aid- 
ed the electric power companies to 
prosper is the large market for power 
made available through the state-con- 
trolled establishment of industries. 
Also, tremendous strides have been 
made by the Italian electric utilities 
in promoting the use of electric fur- 
naces, ovens, and other heating appli- 
cations. The utilities endeavor to co- 
ordinate production and consumption 
of electricity during slack seasons and 
slack hours. To this end in recent 
years diminishing rates have been es- 
tablished both as to quantity of cur- 
rent consumed and as to seasonal use. 


A’ present, industrial development 
in Italy is inexorably linked up 
with power, goes hand in hand with 


e 


it, and under the able supervision of 
the Superior Council of Public 
Works, industrial progress is being 
guided to the end of the best possible 
economic usefulness to the country. 
It is not an improbability to presume 
that before long, through scientific 
application of electricity to the farm, 
Italy will not only produce sufficient 
supply of foodstuffs for her own use, 
but have some for export purposes as 
well. 

So far we have reviewed Italian 
laws and decrees having to do specifi- 
cally with electric power companies. 
But there are many laws regulating 
and controlling all corporations in 
general, which naturally affect the 
electric utilities. The principal organ- 
ization through which the State ef- 
fects control of industry is the Na- 
tional Council of Corporations, estab- 
lished by law on March 20, 1930. Ac- 
cording to Mussolini’s own words, 
this corporation “may be defined as 
occupying in relation to Italian na- 
tional economy, the place that the Gen- 
eral Staff occupies with respect to the 
Army, that is, it is the functioning 
brain which draws up plans and co- 
ordinates all activities.” 


HIS council is composed of about 
one hundred members represent- 
ing the seven National Confederations 
of Syndicates, and really becomes one 
of the fundamental organs of the 


in the minds of those connected with, and concerned with, 


q “But whether in Italy or any other country the thought 


this vast electric power industry is to distribute the benefits 
of electricity to as many citizens as it is humanly possible, 
at a cost permitting it to be used freely, as an aid to im- 
proved living and working conditions.” 
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Fascist Régime along with the Fascist 
Grand Council and the Parliament. 
Its creation constitutes one of the 
most important steps in the develop- 
ment of the Corporative State. The 
council in reality acts as a governing 
body for all industrial and commer- 
cial enterprises, concerning all sub- 
jects including production as well as 
labor problems. The utility compa- 
nies fall under this supervision as do 
all others. The council is presided 
over by the head of the government 
or in his absence by the Minister of 
Corporations. The law creating this 
council consolidated and revised all 
previous legislation on the subject 
and thus has become the dominating 
factor in the Fascist State. For ex- 
ample, in 1927, a royal decree provid- 
ed that new industrial enterprises em- 
ploying more than 100 men, in cities 
having over 100,000 population, may 
be established only with the approval 
of the Minister of Economics. He 
must first consult the Ministers of the 
Interior and of Corporations. Under 
the council, all such decrees became 
void. 


n October, 1930, the Italian Cabi- 

net promulgated a law providing 
for heavy punishments for company 
officers and public auditors who are 
found derelict in their duties. One of 
the provisions contained therein is 
that a fine of from 1,000 to 10,000 
lire may be imposed on anyone who 
fails to file an act, publication, or com- 
munication who is obliged by law to 
make such filing. In December, 1932, 
a law was passed conferring upon a 
commission the power to require per- 
mits for the establishment of new, or 
the enlargement of existing, industrial 


plants, in no matter what category. 
This is to prevent the springing up of 
unsound enterprises which could work 
only hardships on the national econo- 
my. 

A Royal decree-law enacted on Jan- 
uary 23, 1933, forms another step of 
the Italian government in its policy 
of assisting in the stabilization, ra- 
tionalization, and reorganization of 
business and industry. This law cre- 
ated the “Institute for Industrial Re- 
construction.” It has for its avowed 
purpose the technical, economic, and 
financial reorganization of the indus- 
trial. activities of the country. The 
institute will be divided into two sec- 
tions, the first being for “industrial 
financing,” and the second for “in- 
dustrial demobilization.” 

In November, 1931, the “Share In- 
stitute” was organized to make loans 
to industry for periods not longer 
than ten years. During the first four- 
teen months of its existence it had 
loaned only about ten million dollars, 
and was being so conservatively run 
that some more flexible and more 
readily responsive institution was 
needed. 


HE initial capital of the new sec- 
tion of the Institute for Indus- 
trial Reconstruction of about five mil- 
lion dollars would be subscribed by 
the Government Savings and Loan 
Bank, the National Social Insurance 
Bank, and the National Insurance In- 
stitute. Loans to industry would be 
made for the sole purpose of techni- 
cal improvement and economic and fi- 
nancial reorganization, periods for 
loans extending if necessary to fifteen 
or twenty years. 
The section would also take over 
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The Financial Side of Electrical Development 


“O NE of the most interesting set-ups facilitating the de- 
velopment of electric power in Italy is the intercon- 
nection between industry and finance. The latter interests 
usually are headed by men who, in the past, have been either 
directly or indirectly concerned with engineering matters. 
Thus they understand the problems confronting industry, and 
have been able to provide ample financing for power projects, 
and to sense the ultimate results.” 





all assets and properties of the Liqui- 
dation Institute, which for the past 
several years under the auspices of 
the Banca d'Italia has been liquidat- 
ing insolvent banks, and which would 
go out of the picture. All debts and 
other liabilities would be taken over 
by the demobilization section. Al- 
though not specifically so stated, this 
section would in all likelihood have 
power to take over and liquidate “go- 
ing” concerns believed to be unneces- 
sary or harmful to the national econ- 
omy. This is in line with the law of 
the previous year which gave the State 
authority to prohibit the establish- 
ment of new plants. The section is 
to be financed to the extent of about 
four million dollars annually for 
twenty years. It is not as yet allo- 
cated to any particular ministry. 


HE operations of both sections 
are to be free from taxes of all 


kinds excepting one half per cent to 
the State on all capital used. 

A president, chosen by the Prime 
Minister in conjunction with the Min- 
isters of Finance and Corporations, 
serves both sections, but the two sec- 
tions are run separately. The finance 
section has a council of six members 
while the demobilization unit has only 
three. 

To show how carefully all contin- 
gencies are being covered, in March, 
1933, an article of the present com- 
mercial code was revised to provide 
that any reduction in the capital of a 
company operating in Italy can be- 
come effective only three months after 
decided upon. During this time any- 
one interested in the company in any 
way may lodge a protest which must 
be considered. The previous article 
pertained only to a corporation’s cred- 
itors. 

It thus becomes apparent that the 
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problems which confronted the Italian 
nation are being solved satisfactorily, 
although it probably will take many 
more years of careful study and plan- 
ning to reach the ultimate goal. Un- 
doubtedly, there are many obstacles 
yet to overcome, but Italy will find 
ways and means of surmounting them 
as she has in the past. It must be 
remembered, however, that solutions 
of the various problems arising in 
Italy may not of necessity be the prop- 
er ones for application elsewhere, be- 


cause too many variable factors would 
be involved. 


B"™ whether in Italy or any other 
country the thought in the minds 
of those connected with, and con- 
cerned with, this vast electric power 
industry is to distribute the benefits 
of electricity to as many citizens as 
it is humanly possible, at a cost per- 
mitting it to be used freely, as an aid 
to improved living and working con- 
ditions. 








Thumb-nail Essay on Humane 
“Argument Clinchers”’ 


It is always handy, in expounding any 
great truth, to have some argument clinchers 
available, preferably humane clinchers. 

* 


One of the most popular of these is: “All 
thinking men agree” that such and such is 
the case or that this or that is true. This 
may be varied by such clinchers as all “ex- 
perts” or all “students” or all “men familiar 
with the subject” agree that so and so is the 
fact. 

* «- 

The object of imparting this valuable infor- 
mation is to overwhelm doubting Thomases 
or belligerent opponents by telling or remind- 
ing them that all persons of any standing in 
the intellectual world are, on our side. 


This technique has several good points. 

In the first place, saying that all thinking 
men, experts, etc., agree with us puts us in 
good intellectual company, which is some- 
thing. On top of that it may convey the 
impression that we ourselves are thinkers, or 
experts. 

That is also worth while. 


In the second place, saying that all thinking 
men, experts, etc., agree with us puts our 
adversaries on the spot so to say—a very 
uncomfortable position. The embarrassment 
of such a situation is apparent. 

To disagree with us—with whom all think- 
ers, experts, etc., agree—removes our adver- 
saries at once from the company of the best 
people, intellectually speaking. This is not 
a nice prospect. 

*x 

Finally—and what is quite important— 
this is a much more delicate and humane 
method of putting those who disagree with us 
hors de combat than by making faces at them 
or calling them names. 

Is it not much better to remind our oppon- 
ents that all thinking men line up with us 
than to inform them in plain but harsh words 
that they are mere morons or nitwits? 


Argument clinchers are always useful, but 
as thinkers we should strive for those that 
are refined and as humane as possible. One 
of the most elegant of these is that “all 
thinking men” agree with us. 
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What’s Your Daily Bill for 
Electric Service? 


An inquiry which indicates that the reports of “wide- 

spread dissatisfaction” of utility company customers 

in respect to charges are, like the first announcement 
of Mark Twain’s death, greatly exaggerated. 


By GEORGE E. DOYING 


ID you ever divide your month- 

D ly electric bill by thirty to see 

how much the service costs 

per day? Try it. You may be sur- 

prised. Especially if you consider 
what you get for the money. 

This is the story of an experiment 
designed to ascertain whether the peo- 
ple of this country are generally very 
much concerned over the rates they 
are paying for electric service. Of 
course, there are places where the users 
of electricity have good reason to 
complain. In other cases, dissatisfac- 
tion is caused by one of the three 
misses—misinformation, misrepresen- 
tation, misunderstanding. One such 
instance is discussed in this article. 
Then there is the concern manifested 
by those vociferous citizens (practi- 
cally every community has some) who 
rush into print at every opportunity 
and otherwise stir up as much agita- 
tion as they can. 

Frequently (and sometimes sincere- 
ly) these good people urge public 


ownership as the salvation of a dis- 
tressed citizenry. 

Also, there are newspapers whose 
editors, for one reason or another, 
constantly harp upon imagined as well 
as sometimes real delinquencies of lo- 
cal utilities. Many of these editors 
never miss a chance to play up in the 
headlines even the most insignificant 
point that will have the effect of plac- 
ing the utilities in an unfavorable 
light. Some of these publications are 
merely professional (and self-appoint- 
ed) saviors of the people—and are 
determined to save whether or not 
there is any danger. 


HEN, too, the President himself 

asserted the need of a “yard- 
stick” to determine what reasonable 
electric rates should be. So far, the 
yardstick has been made with pencil 
and paper, the Tennessee Valley Au- 
thority doing the figuring. (Low 
rates have been fixed by the TVA, 
but so far they are effective only in 
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Tupelo, Miss.,—population 6,400. 
Nobody knows what effect they will 
have on the finances of distributor 
or producer.) State commissions 
throughout the nation and the utilities 
themselves have been doing the same 
sort of figuring for many years, and 
rates have continually moved down- 
ward—from an average residential 
rate of 14 cents per kilowatt hour in 
1901 to less than 54 cents in 1933. 

In view of the ferment in high 
places, it would not be surprising to 
find a very considerable degree of dis- 
satisfaction widely spread throughout 
the country. Still, there was some 
doubt about it. 

Anyway, I decided to attempt to 
find out what the “man on the street” 
really thinks about the matter. For 
a long time now I’ve been reading 
about “widespread dissatisfaction” 
over electric rates, but seldom have I 
come across an individual who seemed 
to be worried about them. So I wrote 
a letter and mailed it to 500 persons 
who were (and are) utterly unknown 
tome. The names and addresses were 
plucked out of the air, so to speak. 
My secretary scanned numerous issues 
of daily newspapers from more than 
100 cities and towns throughout the 
country, covering nearly every state in 
the Union. She was instructed to 
pick out the names and addresses of 
several persons in each city, selecting 
only those who seemed to be house- 
holders, so far as could be inferred 
from the news items. . Individuals 
who appeared to be connected with 
any public office or public utility were 
to be omitted. 


HE list thus compiled included 
110 cities in 40 states. Responses 


came from 59 cities in 29 states. 
Only one fifth of the recipients of the 
letter took the trouble to answer, al- 
though the process was made as 
simple and easy as I knew how to do 
it. And this leads to the suggestion 
of negative support for the theory 
that the people generally are not 
seriously worried over electric rates. 
The average individual welcomes a 
chance to air any grievance he may 
have, particularly if it concerns a 
public or semi-public institution. 
Hence, if 4 out of every 5 persons 
who were invited to complain ignored 
the opportunity, I think the conclu- 
sion is justified that they have little 
or no complaint to make. 


|S ome is the letter and question- 
naire that brought back exactly 
100 replies : 


Dear Mr. ——: 

Will you help me to write a magazine 
article? 

If you are agreeable (no obligations, of 
course), I shall be deeply appreciative if 
you will answer a few questions about your 
electric service. I am seeking to learn 
something about the prevailing opinion of 
private citizens regarding public utilities 
particularly whether there is “widespread 
dissatisfaction” over rates, as alleged by 
some writers and speakers. 

No reference will be made in my article, 
or otherwise, to you individually. I in- 
tend merely to compile all replies and indi- 
- the general situation as shown there- 


y. 
A stamped envelope is enclosed for your 
use, and I thank you in anticipation of a 
prompt response. 
Very truly yours, 
(Signed) George E. Doying. 


THE QUESTIONS 

What rate per kilowatt hour do you pay 
for home service? 

What is your average daily bill for home 
service? 

Please check items for which you use 
electricity: (15 appliances listed.) 

Considering the service you receive, do 
you think you are paying too much? 

Are you actually saving money by using 
electricity? (Compared with cost of other 
similar services.) 
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Thought Too High 


CD NIVE of the 39 (correspondents) who feel they pay too much 

for electricity spend less than a dime a day, and between 
them they operate 21 appliances in addition to lights. Of course, 
there is no information as to the size of the respective dwellings. 
On the other hand, 4 of my correspondents are paying from 50 
to 67 cents a day for electric service and do not think their rates 


are too high. . . . One 


who says his daily expense 


for service from the municipal plant is 5 cents, thinks he is 
paying too much.” 





Do you own stock or bonds of any public 
utility ? 
Has any payment of principal or interest 
been defaulted? 
Is your electric plant owned by the city? 
S* of my 100 collaborators failed 
to say whether they think they are 
paying too much, and 2 others dis- 
qualified themselves—one because his 
electric service is included in his rent, 
the other because he does not use 
electricity. Of the remainder, 39 
(42.4 per cent) said “yes” and 53 
(57.6 per cent) said “no.” 

Five of the 39 who feel they pay 
too much for electricity spend less 
than a dime a day, and between them 
they operate 21 appliances in addition 
to lights. Of course, there is no in- 
formation as to the size of the respec- 
tive dwellings. On the other hand, 
4 of my correspondents are paying 
from 50 to 67 cents a day for electric 
service and do not think their rates 
are too high. This group uses 4/7 


appliances. One person in Iowa re- 
ports 29 electric appliances and a daily 
cost of 50 cents, including lights. 
He does not say the rate is too high, 
but remarks that the utility earns 
from 15 to 21 per cent—whether on 
capital stock or property value is not 
stated. 

Strangely enough, 4 individuals 
think they are paying too high rates 
while at the same time agreeing that 
they are actually saving money by 
using electric power. Perhaps they 
are like another correspondent, who 
says he did not think he was paying 
too much until he read the claims of 
lower rates charged by municipally 
owned plants. Only 63 answered the 
“are you saving money” question: 
28 “no,” 35 “yes.” 


FY letters came from cities that 
have municipal plants, one of these 
places also having a privately owned 
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plant. The response in the latter case 
does not disclose whether the writer 
receives service from the private or 
the public plant—but he thinks the 
rates are too high. His average daily 
cost is 25 cents and he uses electricity 
for radio, refrigerator, toaster, iron, 
sweeper, and washer. One of the 
other 4, who says his daily expense 
for service from the municipal plant 
is 5 cents, thinks he is paying too 
much. 


ch reports on the daily cost of 
domestic electricity cover a wide 
range, averaging for this group 23.6 
cents a day, which is rather surpris- 
ing in view of a national average of 
9.3 cents. Of these, 11 pay less than 
10 cents a day, 17 from 10 to 15 
cents, 21 from 15 to 20 cents, an 
equal number 20 to 30 cents, and 19 
pay more than 30 cents a day. 

The lowest rate reported is 2 cents 
per kilowatt hour, the next is 2.8 
cents, 2 others 3 cents; 10 out of 80 
give rates of 4 cents or less. The 
highest rate reported is 10$ cents (a 
city of 15,000), and 21 of the 80 
report 8 cents or more. The other 
49, it follows, pay between 4 and 8 
cents per kilowatt hour, 33 of these 
being charged 6 cents or less. These 
rates, in most cases, at least, are for 
the first block and are lower after the 
first 20 or 30 kilowatt hours used 
each month. The average initial rate 
paid is 5.6 cents per kilowatt hour. 
The national average rate paid in 
1932 for domestic service was 5.5 
cents per kilowatt hour. 


€ pee 30 out of 94 responses ad- 


mit ownership of utility securi- 
ties, and 10 report defaults. Nine of 


the 30 think their rates are too high, 
and 3 of those whose securities are 
in default are of that opinion. One 
of the others says, “My honest opin- 
ion is the rates should be raised in- 
stead of lowered.” 

The 94 replies which indicate the 
use of appliances show a total of 711 
electrical devices of all kinds—an 
average of 74 for each home. 

Several of those who sent in the 
requested information made comments 
on one question or another, and a few 
wrote special letters. Among the 
latter is one containing such an amaz- 
ing idea that it seems worth while to 
reproduce a paragraph. Here it is: 


There is one thing that has never been 
brought out in any investigation or any 
article regarding the power companies, but 
it is a well-known fact that during an elec- 
trical storm power is always picked up 
from the storm by lightning that would fur- 
nish power enough along the lines which 
relieve turbines in the power plants. 

For the benefit of those who may 
be as deficient as I am in electrical 
engineering, I merely add that con- 
sultation with several electrical engi- 
neers confirmed my opinion that the 
foregoing statement is utterly ridicu- 
lous. 

In the same letter is another state- 
ment that seemed to me almost equally 
impossible. This is it: 

I live in a home electrically equipped 
throughout, and am on what is known as a 
special rate, including Frigidaire, electric 
range, electric sewing machine, vacuum 
cleaner, electric irons. In fact, everything 
in the house is electric, and my rate is 9 
cents per kilowatt hour up to 200 kilowatt 
hours. After 200 you are entitled to a re- 
duction of 7 cents. 

pg the writer of the letter lives 

in one of the large cities, it 
seemed to me that he must be bad- 
ly mistaken or deliberately toying 
with the truth. I wrote to the util- 
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ity which serves that city and ob- 
tained a copy of the schedule in 
effect at the date of the above letter. 
This schedule shows a vastly different 
situation, and the company advises me 
that it never has had such a residen- 
tial rate as that reported. If my 
correspondent uses 200 kilowatt hours 
per month, which would seem to be 
not excessive for this electrically 
equipped home, his bill would not be 
$18, as his letter suggests, but exactly 
$7.80. Instead of $20 for 300 kilo- 
watt hours, his charge would be $9.30. 
Even that schedule has been super- 
seded by one making still lower 
charges. This incident illustrates the 
unsoundness of much of the existing 
dissatisfaction, whatever its extent. 
Anyway, 400 citizens of these 
United States are each richer by 3 


cents (in government paper—with 
mucilage on the back) by reason of 
their failure to return my question- 
naire. That’s about 10 per cent of 
the average monthly residential elec- 
tric bill. The total of $12 would pay 
for the continuous burning of a 50- 
watt light (at 54 cents per kilowatt 
hour) for six months. Each of these 
400 persons thus gets more than ten 
hours’ use of an electric light, or he 
may operate his electric refrigerator 
all day, with my compliments. 

Possibly no definite conclusion is 
justified by this experiment. But if 
only 39 persons out of 500 are suffi- 
ciently dissatisfied over their electric 
rates to speak right up and say so 
when asked, I can’t become greatly 
excited over the “widespread” dis- 
content. 





To Appear in Coming Issue of This Magazine: 


What John Q. Would Like to Get 
from His Public Utilities 


By Ty Ler GASKILL PRICE 


= 


The Electric Industry Prepares 
Its Own New Deal 


By Nett M. CLarkK 


2 


The Utilities’ Quest for the 
Good of Good Will 


By Monroe WorTHINGTON 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Bast. MANLY 
Vice chairman, Federal Power 
Commission. 


Sam RayBuRN 
U. S. Representative from Texas. 


Donatp R. RICHBERG 
General Counsel, National Re- 
covery Administration. 


Matcotm Muir 
President, McGraw-Hill Publish- 
ing Company. 


Ep Howe 
Editor and philosopher. 


FrepericK M. DAVENPORT 
Former U. S. Representative 
from New York. 


Pactric LigHTING CorPORATION 


Owen D. Younc 
President, The Academy of 
Political Science. 


Frep H. CLAUSEN 
President, Van Brunt Manufactur- 
ing Company. 


Tuomas Y. WICKHAM 
Chairman, Grain Committee on 
National Affairs. 


— MONTAIGNE 


“The power question has become a national issue.” 


w 
“We do not hope to pass a bill that will please every- 
body.” 
- 
“We have been trying many things in Codes of Fair 
Competition.” 


. 


“It is also important that the overproduction bogey 
be squelched.” 


¥ 


“Blatant fellows, howling and yowling and raising 
hell, who are ruling us now.” 


> 
“What do you think and what do I think and what 
do we all think is becoming again a matter of National 
concern.” 
e 
“There are people who think that the ability to meet 
financial obligations is today an indication of undue 
prosperity.” 
we 
“It is to be expected, after a period of great excesses, 
both of well-being and ill-being, that the calls for change 
would be exaggerated and that many of them would 
be unwise.” 
¥ 
“Our obligation to our country today cannot be met 
if we allow the burdens of the present to build up and 
then bear down the efforts of tomorrow to promote and 
restore economic prosperity.” 


¥ 


“Had I been charged with responsibility for the New 
Deal, I would not have turned to the brain trust, but 
to merchants, because the problem is not to evolve 
theories but to restore trade.” 
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South Carolina Goes into 
the Power Business 


Failure to induce the Federal government to establish 

another Muscles Shoals, the state decides to establish 

its own “yardstick” by the development of the so- 
called Santee-Cooper Hydroelectric Project. 


By THOMAS FAUNTLEROY BALL 


ouTH Carolina is rapidly coming 
. into the lime light as an advo- 

cate of municipal ownership and 
operation of electric utilities, by rea- 
son of the fact that the 1934 session 
of the legislature, which came to a 
close on Saturday, April 14th, wit- 
nessed the passage of an enabling act 
which will permit the state to enter 
the power business. 

During the early part of February 
the governor of the state was author- 
ized and requested to appoint some 
sixty-odd delegates who might make 
a pilgrimage to the National Capitol 
for the purpose of bringing about 
favorable action on an application 
then pending before the PWA au- 
thorities. This application had been 
previously filed by the Columbia Rail- 
way and Navigation Company, and 
embodied a request for a loan of 
$34,000,000 which would be expend- 


ed in developing a vast hydroelectric 
project in the southeastern portion of 
the state. 

It was hoped that the sending of 
this large delegation to Washington 
might result in prompt and favorable 
action on the part of the Federal gov- 
ernment in granting the loan. 

Despite the fact that the application 
had been filed with the PWA Board 
by a private corporation, it was 
thought that the government might 
regard the project as a worthy under- 
taking in view of the large amount 
of public sentiment behind the scheme ; 
but, at a special meeting which was 
held in Washington and which was 
attended by all of South Carolina’s 
Congressmen, by the especially ap- 
pointed delegation, including Govern- 
or Ibra C. Blackwood of South Caro- 
lina, by members of the Federal 
Power Commission, and by all other 
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interested parties, notice was given 
that the application had little or no 
chance of favorable action by the 
Federal authorities. 


HE delegates were emphatically 

informed that it would be im- 
possible for the government to grant 
the loan to a private corporation. 

Faced with this apparently insur- 
mountable difficulty, an attempt was 
made by the state’s delegation to have 
United States Senators E. D. Smith 
and James F. Byrnes of South Caro- 
lina initiate a movement in Congress 
for immediate Federal development 
of this project. The delegates strong- 
ly urged that a plan, somewhat similar 
to that now under way in the Ten- 
nessee valley, be undertaken in South 
Carolina. 

This scheme was soon shown to be 
impractical from the standpoint of 
immediate solution, since another 
Muscle Shoals war would have to be 
successfully waged before the govern- 
ment could undertake the develop- 
ment of the Santee-Cooper project. 
This meant that Congress, as a whole, 
would have to look with favor upon 
the project before an enabling act 
could be passed. 

The chances of getting such a plan 
initiated and sanctioned by the pres- 
ent session of Congress seemed high- 
ly improbable. The South Carolina 
delegation was, therefore, advised 
to have its own legislature create a 
state authority for undertaking the 
project. Such a plan would make it 
possible for South Carolina to de- 
velop the project as a state enterprise, 
and then the necessary funds might 
be secured by a direct application to 
the PWA. The credit of the state, 


it was pointed out, would not be in- 
volved as the loan could be granted 
only in the event that the scheme were 
proven to be self-liquidating. 


HEIR ardor somewhat dampened 
by these difficulties, the delegates 
nevertheless returned to Columbia 
with the grim determination to get 
the necessary state legislation passed. 
At a subsequent meeting of the 
delegates, and others, to consider the 
project, considerable opposition de- 
veloped to the proposal that the state 
enter the power business. A legisla- 
tive steering committee which had 
been appointed invited Congress- 
man John E. Rankin of Mississippi, 
one of the most outspoken advocates 
of government ownership, to address 
the South Carolina legislature. <A 
similar invitation was also extended 
to Congressman Thomas S. McMillan 
and United States Senator E. D. 
Smith of South Carolina. Each of 
these gentlemen made strong pleas in 
favor of state development of water- 
power resources. Congressman Ran- 
kin’s address, delivered in his usual 
forceful manner, made a tremendous 
impression. In fact, many of the 
legislators, who were originally op- 
posed, became ardent supporters of 
the plan. 

Shortly after these addresses, the 
steering committee of the legislature 
and other advocates of the plan ap- 
parently settled down to a state of 
quiescence because they felt perfectly 
sure that there would be no further 
trouble ahead. 

They very soon discovered, how- 
ever, that the opposition had actually 
gained in strength. Indeed, it soon 
became evident that a deadlock would 
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Expected Benefits from the Hydro Development 


<6 goa from the fact that a tremendous 

amount of good would accrue to the 
coastal region of the state by the proper carrying 
out of this vast project, the project has 
been estimated to yield, annually, 460,000,000 
kilowatt hours of primary power and 260,000,000 
kilowatt hours of secondary power. These fac- 
tors are all regarded as being most helpful in 
bringing back industrial and agricultural pros- 








perity to the state.” 








result if a bill creating the state au- 
thority were introduced. 


HE two factions were so dia- 

metrically opposed that a com- 
promise was necessary. Each fac- 
tion was allowed to present the en- 
gineering aspects of the project to 
the general assembly through inde- 
pendent engineers. But the engineers 
did not agree, and thus the legislature 
became more confused. 

Each faction arrayed itself for a 
long drawn-out battle! The keenest 
sort of interest was being evidenced. 
Finally, a bill creating the state au- 
thority was introduced and passed by 
the house of representatives on March 
13th and was immediately sent to 
the senate. On April 3rd the senate 
introduced several changes in the 
house bill. State Senators Hammond, 
Thurmond, and Jefferies, all enthus- 
iastic proponents of the bill, offered 
a substitute measure. The principal 
changes made were provisions for 
the appointment of the state authority 
personnel by the governor, instead of 
by election by the legislature and a 
provision limiting the scope of the 


authority to the development of elec- 
tric projects only. 

The senate later adopted another 
amendment by which the authority 
would be restricted in its operations 
to the lower part of the state. This 
was apparently done to protect the 
already existing private electric utili- 
ties now operating in the upper part 
of the state. 

The bill, as amended, was sent back 
to the house which adopted the meas- 
ure on April 6th. The governor af- 
fixed his signature on the following 
day. Thus, one of the most contro- 
versial bills considered by the 1934 
session of the South Carolina legis- 
lature became a law. 

In case a PWA loan is granted to 
the state authority, the plan is to use 
approximately $10,000,000 for navi- 
gation purposes and the remaining 
$24,000,000 for power development 


purposes. 


Bee proposed plan of develop- 
ment, as a whole, calls for the 


creation of two enormous reservoirs 
—the Pinopolis reservoir and the 
Santee reservoir—which are to be 
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located a short distance northwest of 
Charleston. The Pinopolis reservoir 
is to be created by the erection of a 
power dam and dikes approximately 
three miles north of Monck’s Corner. 
This dam will be known as Pinopo- 
lis dam and dikes. The dam itself 
will be approximately 7,000 feet long 
with 27 miles of dikes. The dam will 
be 80 feet high. 

The storage reservoir created by 
the Pinopolis dam and dikes will cov- 
er approximately 59,000 acres. The 
average available storage capacity 
will be about 32,900,000,000 cubic 
feet. 

A so-called Diversion dam, which 
is to be thrown across the Santee river 
at Wilson’s Landing, some eight miles 
below Ferguson, will, with its dikes, 
create a second reservoir to be known 
as the Santee reservoir. This dam 
and its dikes will be approximately 
30,000 feet in length. The dam it- 
self will be 40 feet high with a base 
width of 230 feet. 

The two reservoirs are to be con- 
nected by making use of 6 miles of 
the old Santee canal built in 1785. 
This connecting link of the old Santee 
canal, however, is to be widened to 
200 feet, as well as deepened, in order 
to permit the free passage of ships 
between the Pinopolis and the Santee 
reservoirs. Furthermore, that portion 
of the old Santee canal, running from 
the power dam at Pinopolis down 
to the Cooper river—a distance of 
approximately 4 miles—is to be deep- 
ened and widened to 320 feet. 


Rr™ the point where this enlarged 
portion of the old Santee canal 
joins the Cooper river, it is planned 
to dredge the Cooper river for a dis- 


tance of 8 miles down the river to- 
ward Charleston. This will permit 
easy access for boats coming up the 
Cooper river and will also serve as 
a tail race for all water passed through 
the power house to be located just be- 
low the dam at Pinopolis. 


im extreme tortuousness of the 
Santee river from Wilson’s Land- 
ing down to the coast makes the 
river undesirable from the standpoint 
of navigation. The Federal Power 
Commission requires that a certain 
minimum amount of water must be 
passed over the Division dam in order 
that that portion of the Santee river 
below the dam should not be entirely 
devoid of water. The major portion 
of the water coming down the upper 
part of the Santee river is to be di- 
verted by the aid of the two reservoirs 
and the connecting link of the old 
Santee canal, through the generating 
equipment installed in the power 
house at Pinopolis, thence on down 
the Cooper river to the Atlantic 
ocean. Two-lift locks are to be locat- 
ed at the site of the power dam at 
Pinopolis, so that boats may have an 
all-water route between Charleston 
and Columbia. 

It is planned to locate a 200,000 
horsepower hydroelectric plant and 
substation at the power site below 
Pinopolis. In addition to this, 475 
miles of transmission lines will be 
constructed to serve the coastal region 
of the state. 

The power house is to have a vol- 
ume of 2,900,000 cubic feet, and 
thousands of tons of structural steel 
will be used in the spillway, locks, 
power plant, and substation, and in. 
the transmission lines. 
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_ the major portion of the 
labor to be employed on the 


project will be unskilled, a large 
amount of skilled labor will also be 
needed. It has been conservatively 
estimated that 27,550,000 man hours 
of labor will be necessary for the con- 
struction work and that 5,250,000 ad- 
ditional man hours will be required 
elsewhere in the state in manufactur- 
ing and supplying the necessary ma- 
terials. This would mean, under 
present NRA wage scales, the aver- 
age employment of 5,000 men, with a 
possible maximum of 8,400 men, en- 
tailing a total wage expenditure of 
$17,200,000. In view of the fact that 
so many men could be given almost 
immediate employment, it is claimed 
that this, in itself, would seem to 
justify the undertaking, to say noth- 
ing of the other advantages that 
might be derived. 

Aside from the fact that a tre- 
mendous amount of good would ac- 
crue to the coastal region of the state 
by the proper carrying out of this 
vast project, from the sociological 


and economic standpoints, further 
claim is laid to the fact that the proj- 
ect, as a whole, would have an effec- 
tive drainage area of 14,800 square 
miles. Then, too, the project has 
been estimated to yield, annually, 
460,000,000 kilowatt hours of pri- 
mary power and 260,000,000 kilowatt 
hours of secondary power. These 
factors are all regarded as being most 
helpful in bringing back industrial 
and agricultural prosperity to the 
state. 


Ww the project undoubtedly 
has much to justify its develop- 
ment, yet the writer cannot see ex- 
actly how the state of South Carolina, 
or any other agency, can show that 
the undertaking will be self-liquidat- 
ing without having first secured 
signed contracts for the sale of the 
electric energy over a period of years. 
This is the crux of the whole situa- 
tion, as the writer sees it, and there- 
fore he can not hold out much hope 
for the successful completion of the 
project in the near future. 








Believe It or Not 
74 | since it got on its feet after the knock-down of the October 


. 


Revolution, Soviet Russia has been sweating at the Fg job 


of imposing American industrialization upon a Socialized 


tate. Ever 


since this country rose from the prostrate position to which the banking 
crisis floored it, the National Government has been imposing state 


socialism upon industrial America.” 


—Epwarp ANGLY, 
In “New Outlook.” 
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What Others Think 





Will Electric Utilities Cut 
Rates or Fight It Out 


| pee Finney, who does interesting 
articles on various economic poli- 
cies of the Federal government for the 
Scripps-Howard press, raises a thought- 
provoking query as to whether or not 
the private electric industry has come 
upon one of those pesky “crossroads” 
which the newspaper and magazine 
writers are constantly discovering, to 
the profound discomfort of industrial 
operators who would like to have an 
end to all crossroads and to get out 
upon a broad straight highway leading 
in the general direction of Recovery, or 
Stability, or some such pleasant-sound- 
ing terminus. 

The particular crossroads which Miss 
Finney has discovered to be immediate- 
ly confronting the somewhat bewildered 
electric utility industry has a signpost 
which points in one direction “Cut Rates 
and Hope for the Best,” and in the 
other direction, “Fight It Out on These 
Lines, if It Takes All the Surplus 
We've Got!”—or words to that effect. 


ET Miss Finney tell us in her own 
words of the schism which she has 
discovered in the ranks of an industry 
which the liberal papers have hereto- 
fore assured us is the model of monop- 
olistic unity and internal discipline: 


President Roosevelt’s renewed drive for 
cheap power has widened the split between 
two warring camps of electric utility men. 
One group wants to meet the challenge of 
public “yardstick” power and lower their 
own rates to compete with it. 

The second group wants to fight the 
whole Roosevelt program of public power, 
closer regulation, and lower rates. 

The first group is beginning to believe 
that its only hope of future expansion and 
future profits lies in taking cooking, refrig- 
erating, and water-heating business away 
from gas utilities and from coal and oil 


companies, and in inducing homes to use 
new, modern electric devices. 

The second group wants to join with 
other utility men in an organized fight to 
be let alone. 


Miss Finney refers to Thomas N. 
McCarter, new president, and George 
B. Cortelyou, retiring president of the 
Edison Electric Institute as being in- 
clined to counsel the power companies 
to “take their case to the country.” 
President Samuel Ferguson of the 
Hartford Electric Light Co. she refers 
to as one of the “younger utility execu- 
tives preparing to go out and compete 
for business.” 


AREFUL consideration of other evi- 
dence of the temper of the national 
electric utility officials to the constant 
demand for lower rates, gives rise to 
a conclusion that the line of clearage 
between the militant and codperative 
camps may not be as distinct as Miss 
Finney would have us believe. Certain- 
ly some utility officials operating under 
certain conditions may be more inclined 
to resist rate reduction agitation than 
certain others who are operating under 
conditions from which they can still see 
their way clear to yield further ground 
in the direction of rate reductions. But 
it would probably be fairer, and certain- 
ly safer, to say that most electric utility 
officials have considered and will con- 
sider both courses of actions. 

The power men’s dilemma suggested 
by Miss Finney is valid enough but the 
crossroad may not be as clean-cut as 
the difference between cutting rates to 
increase consumption, on the one hand, 
and putting up a fight about the matter, 
on the other. There are numerous 
little side roads and detours that obscure 
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the main fork. Will lower rates surely 
result in sufficiently increased consump- 
tion to warrant reductions? If so, what 
guaranty have the utilities that increased 
taxation will not catch up with them on 
the rate reduction road and ruin them 
during their financially helpless state 
of depleted surplus? Is the Federal 
“yardstick” a fair measure or does its 
stretch include hidden tax-paid subsidies 
in Federal power projects? 

If these doubtful side passages were 
all cleaned up and the power men 
knew surely that the rate-reduction 
road is to be conducted on fair and 
equal terms for all travelers whether 
public or private, many private utility 
operators would perhaps be more will- 
ing to use the road of greater rate re- 
ductions in hope of the reward of in- 
creased consumption to be gained there- 
by. But until these questions are re- 
solved, many, perhaps most operators, 
continue to stand in front of the cross- 
road signpost and scratch their heads. 


MOST significant document bearing 

upon the effect of cheap power 
rates upon increased power use was 
made public about the same time that 
President Roosevelt’s visit to the Fed- 
eral power projects in the Northwest 
Pacific States brought forth such wide- 
spread discussion on this subject. It 
was the report of the U. S. Chamber 
of Commerce on the trends in cost 
and use of electric power in American 
homes. The report declared that other 
factors than rates must be considered 
in any universal electrification plan, 
such as incomes, appliance costs, com- 
petitrve service, and the like, and that 
cheap power alone is not sufficient in- 
ducement to bring about wholesale home 
electrification. The report stated: 


Is home electrification desirable or neces- 
sary even to the extent of temporarily sub- 
sidizing the domestic customer and does 
such public need exist with competing serv- 
ice available? Shall we adhere to costs or 
value of the services; resort to expediency 
in the hope of bettering public relations; or 
can we justify the fixing of rates upon the 
assumption that all homes are awaiting 
electrification and will soon electrify and 


buy enough current to support low rate 
levels? 

Experience does not justify the latter 
course, neither has it shown that the first- 
mentioned course meets with public under- 
standing and satisfaction. The balancing 
of the revenue burden so as to favor the 
residential customer, wherever possible, is 
not infrequently suggested as the wisest 
course. 


HE report was prepared from data 

furnished by both privately and 
publicly owned utilities and professed 
to be absolutely unbiased as far as 
the public-private ownership contro- 
versy ‘is concerned, but intended solely 
for the information of the members 
of the Chamber. 

It was estimated that general electrifi- 
cation of our homes would require an 
investment of fifteen to twenty billion 
dollars for appliances alone—not includ- 
ing air conditioning. The report con- 
tinued : 


Even with substantial reductions in equip- 
ment cost and energy cost it is question- 
able whether the economic status of the 
potential “electrified home” customers is 
such that the growth of home electrifica- 
tion can be greatly accelerated unless 
forced by some artifcial stimulus such as 
a government subsidy. 

At any rate, it is a fair presumption 
that the best markets have been well cov- 
ered by electric appliance salesmen, and 
that further sales must encounter lower in- 
comes, greater competition, higher distribu- 
tion costs for energy, and greater sales 
resistance because of customs of living and 
general social conditions. Until such con- 
ditions can be overcome, rate adjustments 
must of necessity follow practical lines that 
tend to keep every customer’s usage profit- 
able. 


The report pointed out that within 
the last decade electric service has 
changed from a grand monopoly to a 
highly competitive service It stated: 


There is persistent competition for a 
share of the consumer’s dollar. More and 
more as modernization of household equip- 
ment is desired, that desire will be met 
through the perfection of appliances and 
their manufacture at costs and their opera- 
tion at rates which, when taken together, 
are intended to persuade the customer to 
abandon the service he now has and take 
on the electric way. The value of the serv- 
ice as thus determined by the customer 


277 





PUBLIC UTILITIES FORTNIGHTLY 





PVEPEE he ns. 
Aas ee RAE 


eee. ; 

St eee, wees 7g 

‘war nse hi cten 
BOE ae 














The Washington (D.C.) Daily News 


“WE ARE USING THEM AS YARDSTICKS.”’—F. D. R. 


himself has in large measure become the 
true yardstick of rates for. domestic elec- 
tric service. 


ASIL Manly, vice chairman of the 
Federal Power Commission, in a 
recent speech pointed out that rate re- 
ductions are profitable to the electric 
utilities regardless of the incidental 
question of appliance distribution. He 


referred to the old profit-sharing con- 
tract between the public utilities com- 
mission of the District of Columbia and 
the Potomac Electric Power Company, 
under which the company agreed to 
reduce rates each year in the city of 
Washington, D. C., by an amount equal 
to half its surplus earnings over 7} 
per cent on an agreed valuation. 
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Readers of Pusiic Urivities Fort- 
NIGHTLY are familiar with the results 
of the operation of this contract. Every 
year for the last eight years rates have 
been reduced starting with 10 cents a 
kilowatt hour up to the present rate 
of 3.9 cents for the first step, which 
is one of the lowest electric rates in 
the United States. Mr. Manly pointed 
out that before the profit-sharing con- 
tract went into effect, the company 
earned 2.2 times its bond interest after 
allowance for depreciation and main- 
tenance, whereas in 1932 the company 
earned twelve times its bond interest. 

It seems somewhat strange that Com- 
missioner Manly should take the Dis- 
trict of Columbia profit-sharing agree- 
ment as evidence of why rates should 
be reduced with the hope of increasing 
consumption to an extent that would 
result in increasing net earnings. The 
District of Columbia arrangement made 
the rate reductions depend upon in- 
creased profits of the utility; so much 
so, Miss Ruth Finney tells us, that 
under the old plan 25 cents out of 
every dollar of gross revenue was avail- 
able for dividends, while under the new 
plan 40 cents out of every dollar be- 
came available for dividends. 

If private electric utilities through- 
out the country could be assured that 
their return would not be limited by 
any amount over 7} per cent, provided 
they give half of the excess back to the 
ratepayers by way of rate reductions, 
there are few companies that would not 


jump at the offer. The difficulty with 
most rate reduction proposals in the 
eyes of the electric utility man is that 
the profits must follow, if at all, the 
reduction. In Washington the profits 
have preceded the reductions. 


Fy Mpeete complication that may 
arise to plague both publicly and 
privately owned electric utilities if the 
policy of drastic rate reductions is fol- 
lowed (as already suggested by the 
Chamber of Commerce report) is com- 
petition with gas, oil, coal, and other 
fuel. 

The drop in the national average 
price of electricity during the past dec- 
ade from the 10-cent to the 5-cent level 
per kilowatt hour did not encounter any 
formidable competition along these 
lines. But a drop from the 5-cent 
level to the level just above a penny 
per kilowatt hour if accomplished will 
certainly produce highly competitive re- 
sults. This would be particularly dis- 
concerting to those utilities which ren- 
der both gas and electric service, and 
it would have a tendency to make elec- 
tric utilities and gas utilities part com- 
pany in codperation along the lines of 
public service. 

—F. X. W. 


By Ruth Finney. 


Tue NATIONAL Rounp-vpP. 
August 6, 


The Washington Daily News. 
1934. 


REsWENTIAL Rates For LiGHT AND Power. 
U. S. Chamber of Commerce. Washington, 
D.C. August 4. 1934. 





Electric Versus Gas Appliances 


>" April 11th, at the NRA gas code 
hearing in Washington, D. C., 
Colonel Oscar Fogg presented in a 
forceful manner his argument for a 
continuation of the promotional and 
sales activities of the gas utilities in the 
appliance field. He pointed out that in 
house-heating and laundry equipment, 
there is a lack of public acceptance of 
gas-burning apparatus, and as a result 
there is a minimum of dealer interest. 


This renders it necessary for the gas 
companies to push the sale of the vari- 
ous appliances in order to build up a 
larger load and make possible a lower 
price for gas service. 

He told how many cubic feet of gas 
are added annually by each type of ap- 
pliance. Gas for heating the entire 
house adds from 300,000 to 500,000 
cubic feet, or about 13 times the aver- 
age family consumption. The necessity 
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of distinguishing between appliances 
which have received customer accept- 
ance and those which have not was 
emphasized. Also attention was called 
to the fact that five dollars must be 
invested in plant and distribution facili- 
ties for every dollar of revenue re- 
ceived. 

Colonel Fogg warned of the damage 
to the industry from the use of obsolete 
or inferior gas appliances. He stated 
that the principles set forth by the 
A.G.A. for developing cooperative sales 
activities between dealers and gas com- 
panies have been concurred in by asso- 
ciations in the hardware, plumbing, and 
heating fields ; that gas companies serv- 
ing more than 7,000,000 customers are 
working hand in hand with their local 
dealers ; and that gas appliances cannot 
be merchandised under the same condi- 
tions that surround electrical appliances. 
There are dozens of electrical devices, 
but only six important domestic gas 
appliances. Many stores sell only elec- 
trical appliances, but they could not 
survive if they handled nothing but gas 
appliances. 


EW gas appliances are portable. 

Practically all of them must be de- 
livered to the customer’s premises, and 
be connected under competent super- 
vision. The majority of electrical ap- 
pliances require no dealer service, and 
can be sold for a mere “plug-in.” The 
electrical industry is fortunate in having 
two or three very large appliance and 
equipment manufacturers with immense 
resources. These big companies can 
afford to spend in a big way to win 
public acceptance for their products. 
The gas industry being without such 
powerful support must persistently and 
continually go ahead with its promotion- 
al. efforts. At the same time the in- 
dustry invites and welcomes the partici- 
pation of dealers in the job of building 
up the gas load. The provisions of 
the code must line up with all these 
conditions if the industry is to survive 
current competition. It must allow 
dealers to participate in deferred pay- 
‘ment terms, and must provide for an 
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organization jointly representative of 
dealers and gas companies to settle all 
merchandising disputes. 

This does not mean that the gas utili- 
ties are out to abandon the dealer co- 
Operative policy entirely and strike out 
strictly on their own, but it does indi- 
cate that the gas utilities are finding 
that their merchandising problem is in- 
herently different from that of the elec- 
tric utilities. Writing in the Gas Age- 
Record, Mr. Hugh H. Cuthrell, man- 
ager of the new business department 
of the Brooklyn Union Gas Company, 
tells us: 


Summed up, we find dealer codperation 
has served to help us maintain our appliance 
sales during these years of depression. It 
has resulted in progress in the retail field 
as well as giving us additional sales effort, 
through the activities of the dealers, and 
a decrease in selling expenses. 

Now, as I said before, our reason for 
merchandising is not to obtain profit there- 
from. We try to develop and promote the 
use of approved gas-consuming appliances. 
It is, however, difficult to figure out the 
new gas consumption added to our lines as 
a result of our merchandising practices 
and policies. While only an estimate can 
be made, one very clear indication of addi- 
tional consumption can be provided through 
the refrigeration business. 

At the present time as a result of our 
sales efforts and those of the dealers we 
have about 39,000 refrigerators on our lines. 
These have a total annual gas consumption 
of more than 700,000,000 cubic feet. This 
is an entirely new load which does not 
replace any previously existing load. It 
has been developed practically entirely 
since the advent of the dealer-codperation 
movement in our territory. It has re- 
sulted from the combined efforts of our 
dealers and our salesmen backed up and 
supported considerably during the past year 
by our employees. . . . 

No distributor or agent of the manu- 
facturer could have built up the refrigerator 
sales in Brooklyn that our company has. 
It required promotional and sales work on 
our part and cooperative sales effort on 
the dealers’ part. As a result of these 
sales of refrigerators we have been enabled 
to maintain in part our gas load which 
has been seriously threatened by depression 
and competition. On the other hand there 
has passed into the pockets of our dealers 
in the past few years several hundred 
thousand dollars in commissions and con- 
nect work. 

And it has not taken anything from us. 
Instead it has benefited us as well as the 
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dealers and the public. The volume of 
business to the dealers is not only the 
profit from appliance sales but also the 
installations and connect work, and a great 
amount of other auxiliary work that the 
plumbers have carried on within the home 
unknown to us. 7 

My own experience in gas appliance mer- 
chandising convinces me that dealer co- 
Operation is not an expensive luxury to 
combat political agitation but a sound mer- 
chandising policy. These political activities 
can effectively be counteracted by strong 
dealer-codperation movements. This codp- 
eration strengthens public and dealer good 
will through providing a fair deal for the 
public and the dealer while protecting the 
gas company’s interests. 


| ge the greatest threat to the 
gas utilities at present is the high 
pressure electric appliance campaign 
sponsored by the Electric Home and 
Farm Authority, and supported by the 
Tennessee Valley Authority. The sale 
of electric refrigerators alone jumped 
80 per cent during the first four months 
of 1934, compared to a similar period 
during the preceding year. Now comes 
news that the EHFA will extend its 
appliance financing all over the country 
in places where local rates are low 
enough to warrant the belief that the 
appliances could be economically used. 

The apparent policy of the adminis- 
tration to foster widespread distribu- 
tion of low-priced electric appliances 
without extending similar encourage- 
ment to gas appliances has already been 
the subject of controversy between gas 
utility officials and TVA officials. How- 
ever, it does not seem likely that the 
Federal government can be moved to 
include the gas utility industry in its 
plans for active merchandising financ- 
ing. 

If electric utilities were inclined to 
cheer at the prospect of cheap appliances 
being thrown on the market all over 
the country, they soon tempered their 
enthusiasm upon recognizing two im- 
portant conditions: (1) The fact that 
EHFA financing will be denied in locali- 
ties where rates are not low enough to 
suit it; and (2) the fact that while low 
rates will build up a larger consumption, 


it takes financial resources to pull the - 


utility over the development period—a 


point upon which the TVA has a de- 
cided advantage over any private utility, 
backed as it is by the Federal govern- 
ment. 


N this latter subject the weekly 
Time published the following in- 
formal report about TVA negotiations 
of increased distribution facilities : 
Private companies within TVA’s sphere 
of influence already have plant capacity at 
least 33 per cent in excess of present de- 
mand but this daunts Dave Lilienthal not 
a whit. Before he and his fellow cam- 
paigners are through excess capacity in 
the Tennessee valley will have jumped to 
at least 66 per cent. His solution for 
this appalling problem of overproduction is 
lower rates and cheaper gadgets. All power 
men know that very low rates will in time 
stimulate sufficient demand to pay profits 
but few private companies can stand an 
indefinite financial strain while the bigger 
load is abuilding. Director Lilienthal plans 
to absorb the first few years’ losses by sur- 
charges on big customers but it is expected 
that the early losses will be absorbed by 
taxpayers throughout the Nation. 


F course, now that electric manu- 

facturers have gone into mass pro- 
duction of cheap appliances following 
the EHFA pattern, there is nothing to 
prevent them from putting them on sale 
all over the country through regular 
dealers without EHFA financing. On 
August 1, 1934, an electric “ice chest” 
type of electric refrigerator went on 
sale in Washington, D. C. through regu- 
lar dealers at $72.50, the same price 
charged in the Tennessee valley. The 
only difference was that the sales were 
conducted through private financing. 
Credit was arranged on terms just about 
as favorable as the EHFA extends in 
the Tennessee valley. 

This raises the question of whether 
private utilities are anxious enough for 
EHFA financing to cut rates sufficiently 
to meet TVA approval. Advocates of 
the TVA predict that its position in re- 
quiring rate level adjustment will result 
in rate reductions all over the country. 
Critics of the whole scheme of govern- 
ment enterprise seriously doubt that 
EHFA financing alone is tempting 
enough bait to start a nation-wide move- 
ment towards voluntary rate reductions 


281 











by utilities outside of the Tennessee 
valley. It at least may be said to be 
a debatable question. 

Meanwhile, certain electric utilities, 
municipal as well as privately owned, 
which rushed in rejoicing at the pros- 
pect of cheap appliances only to find 
out that there was a rate reduction 
“catch” to it, are now experiencing a 
feeling of chagrin somewhat akin to 
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that disappointment of a small boy who 
crawled under a tent to see a circus 
but found himself in the midst of a 
revival meeting. 

—F. X. W. 


Wuy Gas Companies SHOULD STAY IN Mer- 


CHANDISING. By Hugh H. Cuthrell. Gas 
Age-Record. April 28, 1934. 
Vattey Campaicn. Editorial. Time. July 


30, 1934. 








Is Regulation 
Too Many 


ly ee oes according to Lady Mal- 
colm in the Diary of St. Helena, 
said “it was possible to live under the 
regulations established by Sir George 
(Cockburn), but now we are tortured 
to death by pin-point wounds.” 

The kind of regulatory pin pricks 
suffered by the immortal Frenchman 
probably were not of the same variety 
as those being felt now by the utility 
industry in Oregon and Washington 
where, under new regulatory orders, 
utilities are not permitted to make ex- 
penditures for advertising, commercial 
subscriptions, donations, etc., without 
specific approval by the state commis- 
sions. 

This variety of pin-point wounds be- 
ing dealt the utilities in the West coast 
commonwealths might be as serious as 
those inflicted upon Napoleon if they 
were not so extreme. Such, at least, 
seems to be the opinion of The Finan- 
cial World which says that such rulings 
exemplify to what extent regulation of 
private business has reached the ridicu- 
lous. This publication points out that 
the utilities have taken the legality of 
this ruling to court. It .concludes as 
follows: 


If this attempt to act the continuous 
Paul Pry continues it may reach the point 
where corporations will not be able even 
to buy pins unless the purchase has the 
endorsement of some public authority. 

Business activity from soup to nuts then 
will have to bear some legal authority. 





Suffering from 
Pin Pricks? 
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OSSIBLY pins themselves may be 

regulated out of existence. Few 
expect regulation to go that far, but 
many of the so-called “politic-social 
extremists” are certain that regulation 
has not yet gone far enough. They 
insist that regulation must be made more 
rigid. 
Thus The New Republic looks upon 
the “budget censorship” of Oregon utili- 
ties by the public utility commission as 
“a weapon to block the less genteel 
forms of utility robbery.” It says: 


If the commissioner refuses to confirm 
an item in the budget the utility is not 
permitted to charge that item to either 
operating expenses or capital account. In 
other words, no utility can stuff up its 
expenses for the benefit of its officers or 
of its parent corporation and expect the 
people of Oregon to carry the charge in 
the rates they have to pay. Since the 
sacred right of cooking the books is fast 
replacing the sacred right of private con- 
tract as the keystone of our fiscal arch, it 
is not surprising that the courtrooms of 
Oregon ring with the deep voices of high- 
priced utility lawyers. The first—and not 
the least logical—victim of this Oregon 
idea is that holy of financial holies, that 
great public servant and friend of mankind, 
the American Telephone and Telegraph 
Company. Its subsidiary, the Pacific T. & 
T., has been forbidden to pay the A. T. & T. 
$101,000 for the privilege of “renting” tele- 
phone equipment from the parent. Natu- 
rally the order has instantly been carried 
by the telephone company into the higher 
realms of equity, there to wriggle from 
injunction to injunction until some day the 
Supreme Court decides the constitutionality 
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of Oregon’s weapon. In the meantime it 
is a good hint to other states. 


B™ the contention that the utilities 
require more regulation was de- 
nied by George B. Cortelyou, president 
of the Consolidated Gas Company of 
New York, when he addressed the an- 
nual meeting of the Edison Electric 
Institute. “What regulation needs,” 
Mr. Cortelyou declared, “is not to be 
made more rigid but more flexible.” 
Continuing, he said: 


It must be able to differentiate between 
what is minor and occasional and what is 
typical and general, and to deal with sit- 
uations that are manifestly local and in- 
cidental in such a way as not to penalize the 
great body of the industry that lies outside 
the affected area. Above all, the successful 
regulatory system is one which, while af- 
fording full protection to every legitimate 
interest, is not pushed to such extremes 
as to stifle enterprise and deaden initiative. 
These must be preserved to utility manage- 
ment at all hazards if the industry is to serve 
the highest public good. If regulation is 
to be made more “rigid” at the sacrifice 
of these qualities, it is bought at too high 
a price. 

Regulation is most effective when it gives 
all parties embraced within its authority a 
square deal. It fails when it departs from 
that standard. While subjected to every 
reasonable regulation the utilities of the 
country should be permitted to develop 
along lines that are economically sound and 
therefore socially most beneficial. 


HE opinion that, whatever effec- 
tiveness utility regulation may lack 
is due, not to the principal of regulation, 
but rather to the failure of commis- 
sions to apply that principal effectively, 
has been expressed by the Newark 


Evening News. Stating that the public 
is losing, if it has not already lost, con- 
fidence in the effectiveness of regulation, 
the News has expressed the belief that 
commissions, in trying to emphasize 
their judicial character, often have neg- 
lected their administrative duty, per- 
mitting the initiative to pass either to 
companies or to a dissatisfied public. 
The News arrives at the following con- 
clusion: 


Today finds the public utility industry 
facing as alternatives effective regulation 
or public ownership in some form. Either 
regulation must do what it was intended 
to do—maintain a proper balance between 
the interests of stockholders and the pub- 
lic through proper rates—or it must give 
way to another experiment. 


The “other experiment”—public own- 
ership of electrical utilities—already is 
well under way as a result of the Fed- 
eral government’s expenditures on de- 
velopment of great power projects to 
provide “yardsticks” for electric rates. 
Thus we soon may have an opportunity 
to compare electric service by govern- 
ment regulation with electric service by 
government ownership. Then the pub- 
lic, which always foots the bills, will 
know whether or not it was worth the 


price. 
—E. S. B. 


Rate Recutation. Editorial. Newark Even- 
ing News. June 25, 1934. 


Eprtortat. The New Republic. April 18, 
1934. 


From Sour to Nuts. Editorial. The Finan- 
cial World. June 20, 1934. 





The Kind of Men Who Manage 
Municipal Plants 


tS Federal Trade Commission has 
spent over six years investigating 
privately owned utilities. In the process 
and as an incident to this inquiry, they 
have come to know much about the men 
who were chosen to operate these utili- 
ties. We have learned who they are, 


why and how they were selected as 
utility managers, how much they are 
paid, and to a considerable extent how 
well or how poorly they have done their 
jobs. 

But during all this time there has 
been no discernible effort on the part 
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of the government or any nonpartisan 
private research agency to make any 
comprehensive investigation into the 
manner of the selection, background, 
training, experience, salary, and tenure 
of managers of municipal electric plants. 

At last this deficiency has been sup- 
plied in the form of a brief but ex- 
ceptionally well-conceived booklet of 
forty pages written by Edna C. Mac- 
mahon and published under the auspices 
of the Public Administration Service, 
Chicago, Ill. Since, as Miss Macmahon 
tells us in her foreword, the administra- 
tion can spell the success or failure of 
publicly owned utilities, her point is 
very well taken that altogether too little 
attention has been given to this aspect 
of the problem of public ownership. 


iss Macmahon’s work is further 

distinguished by her apparent de- 
votion to factual statements, and seem- 
ing restraint from editorial or partisan 
expression. Probably the most valuable 
portion of the work is contained in the 
list of municipal plants and the 19 
tables which give details on such mat- 
ters as the following: the agency ap- 
pointing managers; the full-time, part- 
time, and unpaid managers in towns of 
less than 2,500; the size of plant staffs 
in larger and smaller towns ; the author- 
ity of managers over personnel; the 
tenure, education, and previous employ- 
ment of plant managers; the duties of 
plant managers other than utility man- 
agement, and detailed salary statistics. 
These tables are based upon replies to 
questionnaires received from 690 mu- 
nicipal plants or about 36 per cent of 
more than 1,800 active municipal plants 
in the United States. 

Inasmuch as 70 per cent of munic- 
ipal electric plants in places of 2,500 
inhabitants or less, Miss Macmahon 
says her study is primarily an analysis 
of government policies in the small 
town. Nearly one fifth of the total 
number of plants are in towns of not 


more than 500 population, and about 
half of these do not have a full-time 
superintendent. 

The author discusses the relative ad- 
vantages and disadvantages of control 
of municipal plants by city councils, 
special boards, and state commissions. 
Concerning the latter, she makes the 
enlightening statement : 

So far as the managers themselves are 
concerned, the effect of the proper kind of 
state supervision may be to liberate rather 
than to bind them. In certain situations 
it may serve to strengthen their position 
against councils and special boards by stat- 
ing policy and particularly by protecting 
reserves and other funds of the utility 
establishment. 


igre Miss Macmahon has made a 
conscientious effort to develop the 
factual information with absolute fair- 
ness and honesty is not to be doubted. 
There is always the question, however, 
in using material obtained through vol- 
untary replies to questionnaires, of 
whether the questioned parties have an- 
swered the questions entirely or honest- 
ly. Notwithstanding all the protection 
of confidence assured by the investiga- 
tors, when one is asked about such in- 
timate matters as education, political 
interference, and so forth, there is fre- 
quently some temptation to “put the 
best side outward.” 

With this mild reservation, it would 
appear that Miss Macmahon has made 
an interesting start upon a fresh trail 
of utility investigation—one which 
might well be further pursued with 
more resources and scientific methods. 
After all, if we are going to adopt mu- 
nicipal utility management to a greater 
degree, it is about time we studied it 
instead of devoting our attentions en- 
tirely to the shortcomings of private 
utility management. 

—F. X. W. 


Municipat Etectric PLANT MANAGERS. By 
Edna C. Macmahon. Public Administra- 
tion Service, 850 East 58th Street, Chicago, 
Ill. 40 pages. Price 60 cents. 
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The March of Events 





TVA to Study British System 


HE Tennessee Valley Authority is send- 
ing David E. Lilienthal, director in 
charge of its electric program, and Llewellyn 
Evans, chief electrical engineer, to England 
to study the “grid” system of transmission 
and distribution as developed there, according 
to the Associated Press. They were scheduled 
to sail on the S. S. Manhattan -on August 
15th, and will be gone a month. The TVA 
officials also will visit Ireland to study the 
Shannon river hydroelectric development. 
An announcement said the trip is the result 
of the Authority’s effort to formulate the 
best procedure and policy for the allocation 
and distribution of future large blocks of 
power to be available in the Tennessee valley 
where the government has a huge water- 
power development under way. Purchase of 
the Knoxville system and distribution of 
TVA power in east Tennessee will exhaust 
the capacity of Wilson dam until the comple- 
tion of Norris dam, the announcement said. 
Lilienthal also is a member of the newly 
created National Power Policy Committee. 
Chairman Harold Ickes of the committee has 
assigned to the TVA director the problems 
of unification of power supply and the re- 
lations between public and private electric 
systems. Conferences have been arranged for 
Lilienthal and Evans with Sir Andrew R. 
Duncan, chairman of the Central Electricity 
Board, and with Sir John Smell, chairman 
of the Electricity Commission of London. 


¥ 
Appeal Reaches Supreme Court 
HE forerunner of a series of suits to fore- 


stall the loaning of money by the PWA 
to cities for the construction of municipal 


electric lighting plants has reached the U. S. 
Supreme Court. 

It was brought by the Consumers Power 
Company of Portland, Me., against the city 
of Allegan, Michigan, according to the Asso- 
ciated Press. 

In the present suit a loan by the Public 
Works Administration on December. 1, 1933, 
of $410,000 for the construction of an electric 
power plant was made to the Michigan city. 
Of that amount the Federal government con- 
tributed 30 per cent as a gift and proposed 
to secure the remainder as a loan, takin 
per cent general obligation bonds and first 
mortgage bonds to be issued by the city. 

The power company, as a taxpayer in 
Allegan, takes the position that the city has 
reached the limit on its bond-issuing agree- 
ment and therefore cannot enter into the 
government agreement. The case comes up 
from the appeals court. 


¥ 


EHFA Offers Devices to AH 


i Electric Home and Farm Authority 
prepared to let the whole nation buy 
low cost refrigerators, stoves, and other elec- 
trical appliances developed as a result of the 
Tennessee valley experiment, according to the 
Associated Press. 

David Lilienthal, EHFA president, an- 
nounced that the refrigerators containing 
about four cubic feet of food storage space 
and selling for $70 to $80 would be marketed 
throughout the country at the same price pre- 
vailing in the Tennessee valley. 

Officials added that stoves selling for = 
and hot-water heaters costing $62.50 woul 
be put on the market soon with the Boman 
of the Authority. 


Alabama 


TVA Property Held Taxable 


OLLOWING a conference with Governor B. 

M. Miller and S. R. Butler, state tax 
commissioner, David E. Lilienthal, power 
director of the TVA, said no attempt will 
be made by the state to collect taxes on 
property of the TVA, according to the 
United Press. 

In the opinion of James B. Wright, Knox- 


ville attorney who drew up the “cession” 
law, by which Tennessee gave the Federal 
government the right to enact laws affect- 
ing lands at Norris dam, the state of Ten- 
nessee, if it so desired, could tax the property 
of the TVA the same as private property. 

In that law, Attorney Wright said Ten- 
nessee did not surrender to the Federal gov- 
ernment its “legislative, executive, and ju- 
dicial jurisdiction.” 
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The question, according to The Knoxville 
Journal, hinges on the point that the state 
has jurisdiction within its borders on all 


things not specifically granted to the Federal 
government by the U. S. Constitution or 
voluntarily surrendered by the state. 


e 


Arkansas 


Seeks Lower Telephone Rates 


A PETITION asking the mayor and city coun- 
cil to take immediate steps to lower 
rates for telephone service in El Dorado has 
been filed with the city clerk, according to 
the Arkansas Gazette. 


Several months ago initiative ordinances 
voting reduced rates were adopted in a city 
election but the case was taken to Federal 
court where the telephone company was 
granted an injunction. The new petition set 
out no specific rates whereas: the first one 
contained a fixed schedule of rates. 


e 


California 


Free Phone Survey Begun 


A COMPLETE survey of Monrovia’s telephone 
system to ascertain how many telephones 
for which the city should pay under its 
franchise, will be made immediately, accord- 


ing to a statement published in the Los 
Angeles Times. 

An old city ordinance passed in 1902 pro- 
vides that telephone service “shall be free 
at all times to the public offices of the city 
of Monrovia.” 


Distriét of Columbia 


Requests Phone Account 
Hearing 


EOPLE’S Counsel William A. Roberts has 

asked the newly created Federal Com- 
munications Commission, which has jurisdic- 
tion over telephcne companies, for a public 
hearing in behalf of the District of Co- 
lumbia and 22 states on accounting systems 
for telephone companies, according to the 
Washington (D. C.) Evening Star. 

For more than two years there has been 
a battle in progress between the state com- 
missions and the Interstate Commerce Com- 
mission as to jurisdiction in the matter. The 
ICC claimed exclusive jurisdiction under the 


e 


Transportation Act of 1920. A clause in this 
act made it mandatory for the telephone 
companies to keep accounts directed by the 
ICC and no others. Telephone companies 
have made use of this, Mr. Roberts pointed 
out, to resist state commissions when in 
quest of information for use in rate reduction 
cases. 

While the battle was pending jurisdiction 
over telephone accounting was transferred 
from the ICC to the new Communications 
Commission. The ICC then filed a lengthy 
report, suggesting to the new commission that 
the ICC accounting system, in substance, be 
retained, and that most of the objections filed 
thereto by the state public service commis- 
sions be ignored. 


Florida 


Appeal Upheld in Phone Case 


Ces Judge E. C Love has denied a 
motion to dismiss an application of the 
Peninsula Telephone Company for an injunc- 
tion to restrain the state railroad commis- 
sion from enforcing exchange rate reductions 
in the city of St. Petersburg, according to 


a statement in The Atlanta Constitution. 

Counsel for the commission which ordered 
the reductions, filed the motion to dismiss, 
contending the commission was a fact-finding 
body and as such had determined the reduc- 
tions. 

The telephone company claimed the com- 
mission had abused its discretion in ordering 
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the reductions without considering whether 
the company would receive a fair return on 
its facilities. The telephone company claimed 
its return on its entire business was inade- 


quate, and that the state railroad commission 
should have revised the entire rate structure 
instead of singling out the St. Petersburg 
exchange. 


Georgia 


Utility Seeks Injunction 


jw Virlyn B. Moore and Judge E. D. 
Thomas sat with Judge Edgar E. Pomeroy 
on hearings beginning August 6th on the 
petition of Georgia Power & Light, Company 
which seeks to enjoin the public service com- 
mission from enforcing rate reductions on 
electric current furnished by the company to 
more than 200 towns, according to the Atlanta 
Constitution. 

The company contends that the reductions 
sought are confiscatory and that the mem- 
bers of the commission are disqualified to 
act because of alleged coercion on the part 
of Governor Talmadge. 

The 3-judge court will sit under a new 
rule adopted providing for two or more 
judges in all cases of rate control by the 
public service commission, upon request of 
the judge to whom the petition is originally 
presented. 

The court also was to hear the petition of 
the South Georgia Power & Light Company 
of Valdosta and Waycross for an injunc- 
tion preventing the public service commission 
from putting into effect an 18 per cent rate 
reduction. The company applied for an in- 
junction in the Federal court but that tribunal 
held it had no jurisdiction. 

In its petition, the company charges that 
the rates prescribed are confiscatory and that 
the commission is not qualified to pass on rate 
matters because of duress from Governor 
Talmadge. 

* 


Seeks Phone Tax Enforcement 


Cy weeny Talmadge has taken steps to en- 
force increased tax assessments against 
the eight independent Georgia telephone com- 
panies which obtained injunctions against the 
17 per cent rate reduction which was ordered 


last June by the public service commission. 

The chief executive, according to The 
Atlanta Constitution, named Jack C. Savage, 
assistant city attorney of Atlanta, and W. 
McElmurray, of Waynesboro, former state 
senator and a member of the board of con- 
trol, as the umpires of the tax assessments, 
which, like the rate decreases, are being 
fought by the telephone companies. Two 
arbiters, Commissioner J. B. (Tobe) Daniel, 
of the public service commission, representing 
the comptroller general, and Ernest M. Price, 
former rate expert of the old public service 
commission, already have failed to agree on 
a settlement of the assessment question. 

Under the law, when the arbiters named 
by the state and the utilities fail to agree 
on a settlement the governor is empowered 
to appoint two umpires who meet with a 
representative of the utilities. Any assess- 
ment fixed by this board of umpires is sub- 
ject to review by the courts. 

The board of umpires was scheduled to 
hold a hearing August 6th. 


¥ 
Atlanta Eyes TVA Power 


Ana. the largest city in the Southeast, 
recently moved to secure electric power 
from the Tennessee Valley Authority, accord- 
ing to the United Press. 

Mayor James L. Key received a resolution, 
passed by city council, which calls for the 
city to investigate the feasibility of a con- 
tract between the city and TVA. 

The power would be brought to Atlanta 
from the Norris dam, in east Tennessee, 
according to preliminary plans. 

Atlanta would be the second large city of 
the Southeast to buy TVA power. Knoxville, 
Tenn., several months ago signed a 20-year 
contract. 


Illinois 


Utility Answers Citation 


HE Illinois Bell Telephone Company, in 
answering the recent citation of the com- 
merce commission, asked that the commission 


vacate its order requiring the company to 
show cause why its rates should not be 
reduced, according to the Chicago Daily 
Tribune. The company recited twenty-five 
reasons in support of its contention that the 
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rates should be increased instead of de- 
creased, and pictured itself as having a pre- 
carious financial status. 

Acting Chairman Charles E. Byrne refused 
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to vacate the commission’s order, and the 
hearing was continued indefinitely pending 
further investigation by the commission’s ex- 
perts. 


e 


Indiana 


Demand Cut in Phone Rates 


A PETITION seeking a reduction of telephone 
rates in the Indianapolis exchange area 
of the Indiana Bell Telephone Company has 
been filed with the public service commission 
by a group of more than thirty individuals 
and firms, according to The Indianapolis 
News. 


e 


Averring that the present rates charged in 
the Indianapolis area are excessive, in view 
of the actual fair value of the property, the 
petition asks the commission to cite the com- 
pany to show cause why those rates should 
not be reduced at once, pending a complete 
appraisal and audit. The public service com- 
mission is asked to conduct both the appraisal 
and audit. 


Kansas 


Fight for Lower Gas Rate 


age city commissioners mean business 
in their fight for lower gas rates, ac- 
cording to an item in The Topeka Daily State 
Journal. 

Proposals of the Kansas Electric Power 
Company of lower rates in return for a fran- 


7 


chise do not satisfy the commissioners, who 
have decided to seek a Federal loan with 
which to build the town’s own pipe line from 
the Burrton field to Emporia. 

The Inland Pipe Line Company of Em- 
poria, which has gas well leads, has offered 
Ps — Emporia gas at an 8-cent rate at the 

eld. 


Maine 


Asks U. S. Aid for “Quoddy” 


OVERNOR Louis J. Brann has asked the 
Federal government to assign engineers 
to assist a commission he recently appointed 
to investigate the “Quoddy” hydroelectric 
project, according to the Associated Press. 
The request was forwarded to Washington 
after the commission, meeting for the first 
time, decided to call on Federal engineers 
to join with them in a survey of the pro- 
posed $49,000,000 plan to generate electricity 
by harnessing the tides of Pasamaquoddy 
bay. 
The commission was appointed “at the di- 


e 


rection” of President Roosevelt after the 
President assured Governor Brann there 
would be a “sympathetic ear at Washington” 
if the economical and practical aspects of the 
project were sound. 

President Kenneth C. M. Sills of Bowdoin 
College was chosen chairman of the commis- 
sion and Harry B. Crawford, master of the 
state grange, secretary. 

Other members at the meeting were Win- 
gate F. Cram, treasurer of the Bangor & 
Aroostook Railroad, and William N. Camp- 
bell of the Sanford Mills. The fifth member 
is E. S. French, president of the Maine Cen- 
tral and Boston & Maine railroads. 


Mississippi 


Still Lower Rates for Tupelo 


Avip E. Lilienthal, power director of the 
TVA, said that although electric rates 
in Tupelo are only half what they were 
formerly, they still are too high and probably 
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will be reduced further in the near future, 
according to the Associated Press. 

Tupelo is the first municipality served with 
Muscle Shoals power by the TVA. Lilienthal 
said the yardstick set up when the Authority 
started selling power to Tupelo had revealed 
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that further reductions in rates are possible. 

Lilienthal declared that 16.2 per cent more 
power was used by residential customers in 
Tupelo in July than in June and 83.2 per 
cent more than in July, 1 


* 
Voids Old Injunction 


Pane of the Southern Bell Telephone 
Company may obtain reduced rates as a 
result of an opinion rendered recently by 
J. A. Lauderdale, assistant attorney general, 
which holds that a 1924 Federal injunction is 
not now in force. 


The opinion, rendered to C. M. Morgan, 
chairman of the railroad commission, on 
half of the Mississippi Municipal Officers’ 
Association, is expected to pave the way for 
immediate action by one of t he two groups, 
according to The Times-Picayune. 

The next meeting of the commission is not 
until September and no action could be taken 
before that time. 

Previous efforts of the railroad commission 
to seek a reduction have been blocked by the 
Federal injunction, which the attorney general 
now says is not effective because it was is- 
sued to the Cumberland Telephone Company, 
which has since sold out to the Southern Bell. 


e 


Nebraska 


Plan Big Power Project 


LANNING to link benefits for both farm 

and city, the Middle Loup Public Power 
and Irrigation District, at Arcadia, finds itself 
free, as far as the Federal Power Commission 
is concerned, to go ahead with the building 
of a dam on the Middle Loup river for 
irrigating 50,000 acres and supplying nearby 
cities with electric power at wholesale rates, 
according to the United States News. 

If the Middle Loup river were navigable, 


e 


or plans were contemplated for making it 
navigable, the Federal Power Commission 
would require a license for such a project. 
The commission has decided that no license 
is necessary. 

The dam to be constructed will be 20 feet 
high and will provide power for a 2,400 
horsepower generating plant. Electricity wil 
be sold to the cities of Broken Bow, Sargent, 
Ansley, and Mason City. The largest of 
these communities is Mason City, with over 
23,000 inhabitants. 


New Jersey 


Commission Reports on Busses 


HREE reports, based on findings of a 
3-day inspection of 2,724 busses and de- 
signed to bring action to remove all faulty 
carriers from New Jersey highways, were 
prepared recently by the utility commission, 
according to The New York Times. 
One of the reports, Emmett Drew, secre- 


7 
Y ork 


New 


Governor Seeks More Time 
for Utility Inquiry 


Ce Lehman recently sent a special 
message to the legislature opening the 
way for legislation to establish the right of 
the joint legislative committee, now engaged 
in an investigation of the power and public 
utility corporations in the state, to sit after 
adjournment of the legislature and after Janu- 


tary of the commission, explained, was for 
Governor A. Harry Moore for study to 
determine if new legislation is needed to pre- 
vent a repetition of the accident that took 
nineteen lives at Ossining, N. Y., recently. 
Another was for Colonel Harold Fowler, 
deputy police commissioner of New York 
city, and the third for Harold G. Hoffman, 
state motor vehicle commissioner. 


ary Ist, when a new legislature will have been 
elected. 

A bill was introduced by Senator Dunnigan 
after the message had been r in the 
senate. This measure was drafted by for- 
mer Supreme Court Justice John E. Mack, 
chief counsel of the committee. 

In his message the governor embodied a 
letter he had received from Mr. Dunnigan, 
calling attention to the fact that, in a deci- 
sion relating to the Hofstadter investigating 
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committee, Benjamin N. Cardozo, then chief 
judge of the court of appeals, had expressed 
doubt as to the right of a legislative com- 
mittee to continue to function after a new 
legislature had taken office, even though the 
concurrent resolution creating the Hofstadter 
committee contained a clause giving it au- 
thority to do so. 

The joint legislative committee will make a 
detailed examination of public utility holding 
companies to determine their effect on rates, 
according to The New York Times. 

Judge John E. Mack said members of 
the committee had estimated that two years 
might be required to complete the investiga- 
tion. 

Enlargement of the committee by the ap- 
pointment of an additional senator and as- 
semblyman was provided for in a concurrent 
resolution adopted by the senate, according 
to the New York Herald Tribune. 

The present committee membership is 
twelve, six of whom are Democrats and 
six Republicans. Senator Dunnigan, Demo- 
cratic majority leader, is chairman. Speaker 
Joseph McGinnies, Republican, of the 
assembly, is vice chairman, and like Senator 
Dunnigan, is an ex-officio member. Other 
ex-officio members are Minority Leader 
George R. Fearon of the senate, and assembly- 
men Russel G. Dunmore, and Irwin Steingut, 
majority and minority leaders of the assembly. 


* 
New York City Plant Urged 


| Pryce ret co of a city-owned plant for 
generating and distributing electric power 
at a cost exceeding $108,000,000 was rec- 
ommended recently to New York city’s board 
of aldermen by Maurice P. Davidson, com- 
missioner of water supply, gas, and electric- 
ity, according to The New York Times. 

Before adjourning for the summer the 
aldermen passed a resolution requesting Mr. 
Davidson to report upon the advisability of 
constructing such a plant. His report pointed 
out that the city could reduce the amount it 
pays annually to utility companies for elec- 
tric light and power by setting up its own 
plant. Mayor LaGuardia has remarked in 
connection with recent incinerator construc- 
tion that a great deal of potential power 
is permitted to escape through incinerator 
smokestacks. 

The city’s electric bill for street lighting 
and other municipal purposes‘ran to $8,754,872 
last year, according to Mr. Davidson. He 
expected the bill to be about the same this 
year. Mr. Davidson went a bit beyond the 
scope of the aldermanic resolution by re- 
porting that the city plant should be built 
large enough to furnish power to other con- 
sumers as well as to the city. 

Mr. Davidson estimated that under mu- 
nicipal operation the city could produce elec- 
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trical energy at a cost of 3.64 cents a kilo- 
watt hour at the end of ten years, and for 
2.71 cents an hour at the end of fifteen years. 
The city now pays 4.7 cents a kilowatt hour 
for the electricity it buys. 


5 
Opposes More than One Code 


Bus protesting the proposed code for the 
duplicating and mailing industry have 
been filed with the National Recovery Ad- 
ministration at Washington by the Consoli- 
dated Gas Company of New York and its 
affiliated companies, by the Niagara Hudson 
Power Corporation and its associated com- 
panies, and by the code committee of the elec- 
tric light and power industry and the manu- 
factured gas industry, according to The New 
York Times. 

George B. Cortelyou, president of the 
Consolidated Gas Company, contends in his 
brief that the application of more than one 
code to a public utility industry would be 
unwarranted. As the duplicating and mailing 
code is now worded it would include under 
its provisions as “private plant members” 
utilities and other businesses which, for their 
Own consumption, carry on multigraphing, 
addressographing, and other duplicating 
processes “sufficient to require the equivalent 
of at least one worker’s full time.” 


» 
Bus Owners Back Regulation 


POKESMEN for leading bus companies of 

the state have indicated their agreement 
with the governor’s program for placing all 
busses under the jurisdiction of the public 
service commission, according to The New 
‘York Times. 

At the same time, a majority of the speak- 
ers at the public hearing of the public service 
committee of the senate where bills in the 
governor’s program for more rigid regulation 
were discussed, took issue with the executive’s 
plan for an insurance requirement of at least 
$5,000 a passenger. They contended the re- 
quirement was excessive and that the legis- 
lation should leave to the discretion of the 
public service commission the amount of in- 
surance required. 

Thirteen bills to carry out Governor 
Lehman’s program, designed to prevent re- 
currence of the Ossining bus tragedy, in 
which nineteen lives were lost, were intro- 


duced. 
a 


Water Rate Slash Ordered 


EG public service commission recently in- 
structed the Long Island Water Corpora- 
tion to reduce its revenues from the sale 
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of water by at least 10 per cent, saving the 
consumers $55, a year, according to the 
New York Herald Tribune. 


The new rate will be effective as of August 
Ist, and will apply to the revenue from 
water sales, except municipal hydrant rentals. 


e 


Ohi 


Assess Utility in Rate Case 


| support of their motion to assess costs 
of the recent gas rate litigation against 
the East Ohio Gas Company, which appealed 
unsuccessfully from a local rate ordinance, 
counsel for the city of Cleveland has filed 
with the utilities commission a brief out- 
lining reasons why the motion should be 
allowed, according to the Columbus Evening 
Dispatch. 

“If the motion is denied,” counsel stated, 
“utilities operating in Cleveland and cities 
similarly situated will virtually be able to 
dictate their own terms and the public will 
be powerless properly to attack or defend 
a rate case made by a utility.” 

Total costs the city seeks to assess to the 
gas company are estimated at about $700,000. 


¥ 
Appeals in Supreme Court 


. i West Ohio Gas Company has filed 
in the supreme court appeals from rates 
fixed by the public utilities commission for 
gas furnished consumers in Kenton and Lima, 


Pennsy 


Court Restrains Meter Tax 


uDGE Elder W. Marshall of Common Pleas 
Court has given orders restraining the city 
of Pittsburgh from ever collecting the $2 tax 
on gas meters which was imposed by the 
ordinance of last February 5th. Such a 
tax on gas meters was declared “without 


e 


10 


according to the Columbus Evening Dispatch. 

In both cases the supreme court sustained 
the commission’s rates as reasonable and law- 
ful. The company in its appeal challenged 
the rates as confiscatory. 

In both cases the commission set aside rates 
fixed by city ordinances reducing the rates 
being charged 

The company expects a final decision no 
later than next October 


¥ 
Sandusky Offered Rate Cut 


A NEW schedule of domestic electric rates, 
eliminating the $1 service charge, has 
been offered by the Ohio Public Service Com- 
pany to the city commission of Sandusky, ac- 
cording to an item in the Columbus Evening 
Dispatch. 

The new proposal, which is lower than 
one presented last October, would set up a 
minimum monthly charge of $1 with use 
of 10 kilowatt hours, 5 cents a _ kilowatt 
hour for the first 40 kilowatts used in excess 
of the initial 10; 3 cents for the next 150, 
and 2 cents for all additional. 


lvania 


authority of law, discriminatory and void.” 

Eight public utility companies, according to 
the Gas Age-Record, brought suit when the 
tax was levied. Judge Marshall’s opinion in 
each case sustained their claim of illegality 
because double taxation is forbidden by an 
act of 1932. The companies already pay 
stock taxes on all property including meters. 


South Carolina 


Grants Hearing to Duke Firm 


HE Federal Power Commission has grant- 

ed the request of the Duke Power Com- 
pany and associated interests for a hearing 
in opposition to the amended petition by 
which the Public Works Administration allot- 
ted approximately $2,250,000 for construction 
of a hydroelectric plant at Greenwood, S. C. 
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Officials of the Duke interests said a date 
for the hearing has not been set, according 
to The News and Observer (Raleigh, N. C.). 

The opinion was expressed that thirty days’ 
notice will be given by the commission when 
the hearing date is selected. 

When the original petition for this allot- 
ment was submitted to the PWA some weeks 
ago, the Duke endowment, which owns a 











large block of Duke Power Company securi- 
ties, entered a protest against the allotment. 
After an investigation was held, the PWA 
withdrew the suspension of the allotment and 
made the money available for the construc- 
tion of the plant, which will be erected on 
the Saluda river. 

Immediately after the suspension was with- 
drawn, officials of the Duke interests an- 
nounced that the fight against this project 
will be continued. Spokesmen for these in- 
terests declared to the press that the project 
is regarded as being unessential and unfair. 


¥ 
Federal Body Made Arbiter 


HAT was regarded as another important 
precedent in handling of duties between 
public and privately owned electric power 
properties was established recently when it 
was announced that both the South Caro- 
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lina Public Service Authority and the Co- 
lumbia Railway and Navigation Company 
had agreed to accept the determination of the 
Federal Power Commission, of which Frank 
R. McNinch is chairman, as the actual value 
of the Santee-Cooper water-power project as 
a basis for transfer from private to public 
ownership. 

Because of the magnitude of the proposi- 
tion, which will involve an expenditure by 
the state of approximately $30,000,000, it is 
doubtful, according to a statement in The 
News and Observer (Raleigh, N. C.), if a 
public works loan and grant can be obtained 
at this time. 

However, the agency set up by the state 
government is proceeding with its plans which 
call for development of a state-owned power 
plant near Charleston, which would serve a 
large group of South Carolina counties and 
would also be available for the use of several 
North Carolina counties lying near the state 
line. 


@ 
Texas 


Protest Gas Rate Reduction 


Aw” that small householders in El 
Paso whose gas rates would be increased 
over a yearly period by a proposed new 
city rate communicate with members of a 
5-man committee was made at a “protest” 
meeting, according to The El Paso Times. 

The committee also was instructed to op- 
pose before the city council in an open hear- 
ing “any increase in the price of gas to any 
class of consumers.” 

The protest meeting followed acceptance 
by the city council of a voluntary reduction 
in domestic gas rates offered by the Texas 
Cities Gas Company. The new rates, it was 
estimated, would save El Paso consumers at 
least $40,000 a year. 

The ordinance fixing the new rates becomes 
effective October Ist. Bills rendered on and 
after October 31st will carry the reduction. 

Under the new schedule, the consumer will 
pay $1 per hundred cubic feet for the first 
200 cubic feet and 50 cents per thousand 
cubic feet all over that amount. The mini- 
mum monthly bill is $1, which is the present 
provision. 


e 


Something new in the schedule is the $1 
connection charge which will be made for 
new customers after October Ist. The state- 
ment was $2 as the customary charge in this 
particular in other places, but a compromise 
was reached on $1. 


¥ 
Extend Present Light Rate 


age erg eletcricity rates will continue in 
effect at least until September 5th in order 
to give officials of the city government and 
the Dallas Power and Light Company more 
time to find an agreeable way for increasing 
annual savings to customers, according to 
The Dallas Morning News. 

Rates that now are in effect, with a maxi- 
mum charge of 5.75 cents per kilowatt hour, 
are due to expire August Sth and revert to 
the old charge of 6 cents per kilowatt hour, 
which was lowered August 5, 1932. Council- 
men hope to lower the charges to 5.5 cents, 
but they have so far been unable te get 
an ordinance that both the company and 
City Attorney Hugh Grady will approve. 


Utah 


City to Build Own Plant 


Ree 7 C. Stocks of Bountiful has 
announced that the city is going ahead 
with the proposed municipal power plant proj- 
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= according to the Deseret News (Salt Lake 
ity). 

The city council voted to buy the distribut- 
ing systems of the Bountiful Light and Power 
Company for $60,000, and to build a $95,000 
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power plant which is to be equipped with 
a 750 hersepower Diesel engine for the pur- 


pose of generating their own electric current, 
it is reported. 


e 


West Virginia 


PSC Must Review Gas Case 


HE Wheeling gas rate case must go back 

to the public service commission for re- 
view, according to The Charleston Gazette. 

The supreme court recently refused to re- 

consider its ruling directing that the state 

public service commission study the case 

again, paying especial attention to expenses 


= 


of the company on which rates are based. 

The court made no mention of the rate 
of 52 cents a thousand cubic feet charged 
by the Natural Gas Company of West Vir- 
ginia. 

The city seeks a return to a 40-cent rate 
charged several years ago before rates were 
increased to finance improvements in the com- 
pany’s plant. 


Wisconsin 


Phone Case Plea Denied 


sy public service commission recently 
denied the Wisconsin Telephone Com- 
pany’s application for rehearing on the com- 
mission’s third annual emergency order re- 
ducing rates in the company’s 96 exchanges 
$1,062,968 for the twelve months starting 
August 5th, according to The Wisconsin 
State Journal. 

“We have deliberated upon various features 
to which our attention is invited in counsel’s 
argument upon the formal application for 
rehearing filed July 24th,’ the commission 
declared. “We feel that nothing new has 
been offered to alter the conclusions expressed 
in our order of July Sth. It is therefore 
ordered that application for rehearing be, 
and the same is, denied.” 

Two previous commission orders reducing 
exchange rates for year periods pending com- 
pletion of a statewide investigation were 
appealed by the company in 1932 and 1933 
to U. S. Western District Court. Recently 
the court decided to begin hearing on these 
orders January 7, 1935. 


5 
Madison Rates Cut Again 


DOPTING recommendations of its rates and 
research department, the public service 
commission has ordered a $181,900 annual re- 
duction in gas and electric rates of the 
Madison Gas and Electric Company, effective 
August 21st, according to The Wisconsin 
State Journal. 
The present reduction follows a $200,000 
cut of Madison gas and electric rates in 1932. 
The fixed charge type of schedule which 
the commission has introduced for electric 
utilities serving in all more than one third 
the state’s population will be substituted for 


the Madison Gas and Electric Company’s 
“active connected load” type of schedule. 

The order will affect 16,200 gas customers 
in Madison, Maple Bluff, Middleton, and 
Shorewood Hills, and the townships of Madi- 
son, Blooming Grove, Burke, and Middleton, 
while 20,600 electric customers in the same 
communities and the townships of Blooming 
Grove, Burke, Dane, Dunn, Fitchburg, Madi- 
son, Middleton, Springfield, and Westport will 
be affected. 

Reductions in gas rates, totaling $11,900, 
will cut the bills of customers in urban areas 
who use more than the 400 cubic feet a month 
covered by the 55 cents minimum net charge. 
In rural areas all customers using more than 
2,000 cubic feet of gas a month will have 
lower rates. 

The commission’s order probably will not 
be appealed, it was indicated. John St. John, 
vice president and general manager, pointed 
to the fact that the company never has ap- 
pealed a rate reduction order. 


- 
Studies Phone Depreciation 


H™ Wisconsin’s five largest telephone 
companies allow for equipment wearing 
out or becoming obsolete will be studied by 
the public service commission, according to 
The Wisconsin State Journal. 

The commission assessed costs of investiga- 
tions against the Wisconsin Telephone Com- 
pany, the Commonwealth, the Community, the 
La Crosse, and the North-West Telephone 
companies. 

By study of depreciation allowances and 
reserves, the commission hopes to get in- 
formation necessary to decide what is a rea- 
sonable charge against telephone customers 
by the companies to provide for replacement 
of worn-out or obsolete equipment. 
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The Latest Utility Rulings 








Depression Takes Toll in Idle Property While New Burdens 
Are Cast on Utilities 


REDUCTION of $3,500,000 in the 
A rate base of the Wisconsin Tele- 
phone Company because of property not 
used and useful during the depression 
is but one of the consequences of pres- 
ent economic conditions. Governmental 
attempts to aid employees and stimulate 
construction (outgrowths of the depres- 
sion) contribute their share to the cost 
of doing business. 

These facts were brought out in the 
recent decision by the Wisconsin com- 
mission in connection with a new inter- 
locutory order reducing rates 10 per 
cent instead of the 124 per cent or- 
dered last year. Moreover, the com- 
mission does not find much consolation 
in present prospects, for it says that 
“it is apparent that recovery of business 
and purchasing power is either almost 
imperceptible or slow and halting. Cer- 
tainly there is small probability of a 
return to prosperous economic condi- 
tions during the term of this order.” 

In excluding idle plant and equip- 
ment, the commission states: 


Portions of utility property which are not 
used or useful should be deducted in find- 
ing fair value for rate making, even though 
such investments were prudent when in- 
stalled and remain in the utility’s’ fixed 
capital accounts. (Los Angeles Gas & 
Electric Corp. v. Railroad Commission of 
California, 289 U. S. 287, 77 L. ed. 1180, 
P.U.R.1933C, 229.) So far as rate-making 
value is concerned, the cause of the prop- 
erty becoming idle is not important, 
whether it be overbuilding for reasonable 
future requirements, replacement by im- 
proved or more adequate units, change of 
location of associated units, or loss of 
customers. In determining whether plant 
in excess of present needs is to be classi- 

as nonuseful property, consideration 
must also be given to probable future re- 
quirements with a balancing of carrying 
charges on the investment during the 
period of nonuse against the added costs 
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of providing the addition to plant when 
and as required. 


Property temporarily out of use, in 
the opinion of the commission, cannot 
be charged to depreciation reserve, al- 
though if units of equipment will never 
be used again their retirement may be 
properly chargeable to such a reserve 
provided that the reserve has been 
accumulated with due allowance for 
retirements of this nature. The com- 
mission states : 


However, property owned by a utility 
but not useful for present and reasonable 
future requirements, but which eventually 
may be used in public service, is not 
chargeable to depreciation reserve. Operat- 
ing property acquired in advance of reason- 
able needs is a responsibility of the stock- 
holders and the carrying charges on such 
investment should be carried by them. 
Reasonable rate-making procedure does not 
allow the shifting of this burden, which is 
an accepted risk of the business, from the 
stockholders to ratepayers, and well-estab- 
lished legal doctrines require the exclusion 
of such property from the rate base. 


As one of the reasons for ordering 
a 10 per cent reduction of exchange 
rates rather than the 124 per cent of 
last year (the validity of which is still 
being litigated in the courts) the com- 
mission stated that the situation is dif- 
ferent in three important respects, as 
follows : 


1. At the time of the order of July 5, 
1933, nothing definite was known about the 
effects of the NRA program, initiated by 
the Federal government, upon the expenses 
of the company. 

2. Last year it was not known that 
Chapter 108 of the Wisconsin Statutes, pro- 
viding for reserves for unemployment com- 
pensation, would be effective. 

3. A year ago the Federal government’s 
public works program was not a factor 
which appeared to affect the company’s ex- 
penses. 
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All of these factors affect the com- 
pany’s expenses of operation and con- 
sequently have a bearing upon the 
amount of reduction which can rea- 
sonably be ordered. These items, ac- 
cording to the commission, are in the 
nature of “public requirements, largely 
uncontrollable by the company or this 
commission.” They are designed to 
improve the economic pos‘tion of wage 
earners and are public policies which 
should be recognized by the rczulatory 
commission. 

The rate of return allowed in this 
latest order is 6 per cent, which is 


justified by the commission in the light 
of present-day conditions, return of 
other business enterprises with compar- 
able risks in the same part of the coun- 
try, the utility’s need for attracting new 
capital, the return necessary to maintain 
the credit of the utility, and the policy 
of the company of having a large capi- 
talization represented by stock rather 
than borrowed capital, with a conse- 
quent increase in operating charges on 
account of income taxes payable by the 
company and a corresponding grant of 
tax exemption to stockholders. Re 
Wisconsin Telephone Co. (2-U-35.) 


Electric Utility Is Not Compelled to Expand 
Direct Current Service 


HE New York commission has up- 
held the right of the New York 
Edison Company to refuse additional 
direct current service in carrying out 
its “change-over” policy established 
some years ago for the purpose of sub- 
stituting alternating current service for 
direct current service. Its refusal was 
based upon a rule previously adopted. 
The right of a public service corpora- 
tion to make reasonable rules and regu- 
lations not inconsistent with regulations 
of the state for the conduct of its busi- 
ness had been established in prior cases. 
Likewise the rule had been established 
in New York that the company could 
refuse direct current service to a new 
building constructed, or in the course 
of construction, on a site on which an 
old building had been torn down to 
which old building direct current serv- 
ice had been furnished. In this recent 
decision it was said to be a natural 
corollary from che rule applied in those 
cases that where, as here, an existing 
consumer mzes application for an ad- 
ditional supply of direct current, which 
additional supply cannot be furnished 
without additions to or reinforcements 
of the utility’s facilities or service equip- 
ment, the application for the furnish- 
ing of such additional supply of direct 


current does not have to be granted. 

Assistant Counsel Harry M. Cham- 
berlain, in his report to the public serv- 
ice commission, which was approved by 
that body, said: . 


It is possible that in the instant case, 
attention will be called to certain recent 
cases that have come before the commis- 
sion in which the commission directed that 
the supply of direct current should be con- 
tinued, but, as I understand it, those were 
cases where there were special considera- 
tions which seemed to require that such 
service should be continued, such as the 
consideration that the existing direct cur- 
rent customer was planning to decrease his 
demand, or that there were certain equities 
which were thought to operate in favor of 
the continuance of direct current service 
(see Matter of American Woman’s Realty 
Corp. P.U.R.1932C, 20; aff'd [1933] 238 
App. Div. 884, 262 N. Y. Supp. 1009). But 
such exceptional cases would not serve as 
a precedent for a relaxation of the usual 
rule in a case like the present which does 
not involve a reduction in direct current 
service but on the contrary involves a sub- 
stantial increase in such service and also 
a substantial increase in the facilities for 
furnishing such service, and in which it 
does not appear that there are any equities 
that would tend to result in a holding that 
favorable action should be taken upon the 
complaint, it appearing that the complain- 
ant, without any notice to the respondent, 
installed additional equipment and proceed- 
ed to place an increased and unwarranted 
load upon the respondent’s service connec- 
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tions, to such an extent that the wires are 
‘running hot’ (S. M. 12), all of which 
was done without the knowledge or consent 
of the respondent, in disregard of its con- 
tract with the respondent (Exhibit No. 1). 

I might add that if in a case like the 
present the respondent’s rule were to be 
relaxed, it is difficult to conceive of a case 
of this kind in which it would not have to 
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be relaxed, and if it had to be relaxed 
in all such cases, the result would be the 
virtual abrogation of the respondent's rule, 
—a result which, it seems to me, cannot 
fairly be said to be within the scope or 
intent of the order for hearing herein. 


Elmsbury Houses, Inc. v. New York 
Edison Co. (Case No. 8218). 


e 
Waterless Gas Holders Are Approved by New York Commission 


HE water-seal type of gas holder 

had been installed practically ex- 
clusively for gas storage purposes in 
New York state up to 1924, but the 
waterless or dry type of holder was 
first installed in that state in 1925. 
Since that time all of the gas holders 
of large capacity installed in the state 
have been of this type. At the present 
time there are 11 waterless gas holders 
installed in the state, 6 of which are 
located in New York city. 

Complaint was recently made to the 
New York commission concerning the 
safety of the waterless type of holder, 
but the commission, after a thorough 
investigation, has dismissed the com- 
plaint and has instructed its power en- 
gineer to prepare rules and regulations 
pertaining to the inspection and main- 
tenance of such holders. 

The waterless type of holder is of 
German origin and consists of a fixed 
shell, on the inside of which is a piston 
which rises and falls as gas is injected 
into or taken from the space under the 
piston. The most important part of the 
waterless holder as far as safety is con- 


e 


cerned is the seal which prevents gas 
from escaping from under the piston 
to the air space above. 

The evidence against the safety of 
this type of equipment was based upon 
the possibility that gas might escape and 
be ignited. The complainant cited ex- 
plosions of waterless gas holders in 
Posen, Poland, in 1926, and at Neun- 
kirchen, Germany, in 1933, but the com- 
mission found that there were peculiar 
circumstances attendant upon such ex- 
plosions, involving for one thing lack 
of adequate maintenance, which do not 
exist in the case of New York gas 
utilities. It was further testified that 
if the holder at Neunkirchen had been 
a water-seal type the damage would 
have been greater than was caused by 
the waterless type. 

There never has been an explosion 
of a waterless gas holder in this coun- 
try, although in 1927 a very serious 
explosion of a water-seal gas holder 
occurred in Pittsburgh causing a loss 
of life and considerable property dam- 
age. Re Safety of Waterless Gas 
Holders (Case No. 8175). 


Treatment of Accrued Depreciation and Annual Allowance 
Must Be Consistent 


ASS by utilities to the theory 
of “capacity of service” or “ob- 
servation” in determining depreciation 
for purposes of valuation, while resort- 
ing to the age-life method in determin- 
ing the annual allowances for deprecia- 
tion as deductions from operating reve- 
nues, has been criticized by the Wash- 
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ington Department of Public Works 
in a decision involving rates of the 
Oregon-Washington Water Service 
Company. The department states: 


The purpose of determining the value 
is to assist in establishing fair rates. The 
purpose of determining allowance for de- 
preciation is the same. Certainly the deter- 
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mination of these two, having the same 
purpose, should be upon a theory, or 
theories, which are consistent. The recent 
decisions of the United States Supreme 
Court so hold. 


The department engineers had treat- 
ed the accrued depreciation in the prop- 
erties as the sum total of the exhausted 
service life of the various units of prop- 
erty or as covering the lessening of the 
number of units of capacity of service 
as compared with those existing in the 
same elements when installed. This was 
said to be the method followed by the 
Interstate Commerce Commission and 
by practically every state regulatory 
body. In determining the probable 
service life of the various units of prop- 
erty or the duration of the property, 
the observed depreciation, the depart- 
ment records, company records, state- 
ment of company representatives, local 
conditions in the community, and their 
own experience were factors considered 
by the department engineers. Informa- 
tion as to the ages of the units of prop- 
erty in the system was obtained in 
detail from utility records, present and 


former employees, from residents of 
the community served who were famil- 
iar with the system, and from records 
on file with the department. Excava- 
tions were made in several places for 
the purpose of permitting detailed ex- 
aminations of the water mains to be 
made by the department engineers. 

On the other hand, engineers for the 
utility testified that they arrived at their 
determinations of the per cent condition 
of the system property by the observa- 
tion method and that the age of the 
various units or the length of time they 
had been in service were not factors to 
be considered. The Department char- 
acterized this as an attempt “to substan- 
tiate a high per cent condition for the 
obvious purpose of creating a high de- 
preciated value for the particular prop- 
erty rather than giving its actual depre- 
ciated condition.” The method em- 
ployed by the department engineers was 
held correctly to reflect the true per 
cent condition and accrued depreciation. 
Department of Public Works of Wash- 
ington v. Oregon-Washington Water 
Service Co. (Cause No. 6607). 


e 


Georgia Phone Utilities Win Stay 


3-JUDGE superior court recently 

enjoined the public. service com- 
mission from putting into effect on 
eight of nine independent Georgia tele- 
phone companies a 17 per cent rate re- 
duction decreed June 22nd, according 
to the Atlanta Constitution. The decision 
held that the rate schedules set up by 
the commission are unfair and do not 
permit the companies to make a reason- 
able return on their investment. 

The injunction order is temporary, 
and is to remain in force until such time 
as the case may be regularly heard be- 
fore a master or a jury in the regular 
court procedure. The order instructs 
the companies, in billing customers, to 
state the amount billed and the amount 
as it would be under the reduced rates, 
with the statement that the difference 
will be refunded if the commission’s 


rate reduction order shall finally be es- 
tablished and put into effect. 

The companies had raised the ques- 
tion whether the commission was quali- 
fied to fix rates as it was alleged that 
they were under duress from Governor 
Talmadge. Two judges held that for 
the purpose of the finding it was not 
necessary to pass on this question. The 
other judge, however, said that as the 
record stood before the court, the order 
issued by the commission was not its 
judgment rendered after a fair and im- 
partial hearing on the facts or the re- 
sult of the exercise of its judgment, 
but was the judgment of the appointive 
power. He took this view because the 
commission had not answered the 
charges. 

The two judges based their decision 
on the wide difference in valuations 
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